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“BANKS MORE VULNERABLE” 


fPUHIS phrase, extracted from the An- 

nual Report of the Federal Deposit 

Insurance Corporation for 1938, is 
of special interest to the banks of the 
country from the standpoint of the 
future rate of assessments on their de- 
posits. The phrase quoted above ap- 
peared in this statement: “To the extent 
that the banks’ capital ratios are lower 
than they formerly were, the banks are 
more vulnerable than heretofore to in- 
solvency from deterioration in their as- 
sets.” Not only has this ratio decreased, 
but net earnings have declined, and the 
protection afforded by the double lia- 
bility of shareholders has generally dis- 
appeared. 

As the report says, “the present rate 
of assessment was established on the 
assumption that losses from bank in- 
solvency would be smaller in the future 
than they have been in the past,” and 
should this assumption prove true, the 
rate of assessment will not have to be 
increased. But, from the statements 
quoted, doubt is thrown on the correct- 
ness of this assumption. An offsetting 
factor, however, may be found in an 
improvement of the banks’ assets and 
in a higher standard of general man- 
agement. 

If a higher rate of assessment is to 
be avoided, it is the view of the Federal 
Deposit Insurance Corporation that de- 
posit insurance must be accompanied 


“by supervisory action to prevent the 
dissipation of bank capital through ex- 
cessive dividends without provision for 
losses,” and the banks must be relieved 
of the necessity “of liquidating assets at 
sacrifice values during periods of 
crisis.” 

All of which is of profound prac- 
tical concern to the banks of the coun- 
try, since they cannot regard with 
equanimity any increase of the rate of 
insurance on their deposits. 


© 


DOES THE EXPLANATION 
EXPLAIN? 


HEN a certain banker was asked 

why, when his bank was paying 2 
per cent or less on deposits, he still 
insisted on a rate of 6 per cent for real 
estate loans, his reply was to the effect 
that the demand for good real estate 
loans was not large enough to warrant 
a reduction of the rate. 

How the questioner regarded this re- 
sponse does not appear, though it would 
certainly be of interest, and possibly 
instructive. 

There is a considerable spread be- 
tween the interest on deposits and that 
on real estate loans in this particular 
instance. Whether this spread is greater 
than justifiable, is a matter to be de- 
termined only after an understanding 
of all the elements in the case. 
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But the explanation offered may not 
afford a satisfactory answer to the ques- 
tion. 

When Henry Ford began the manu- 
facture of his celebrated T model, ap- 
parently he did not stop to consider 
- that there might not be enough poten- 
tial purchasers to make his car profit- 
able. He seems to have proceeded on 
the theory that if he made the price 
of his car right, the volume would take 
care of itself. 

It may be, in the case of the bank 
that did not find a sufficient demand for 
real estate loans, that a reduction in 
the rate of interest might have furnished 
the additional volume. 


© 
THE DISTRIBUTION OF WEALTH 


HAT wealth is being distributed not 

only to the shareholders who provide 
the money for its creation and the work- 
ers who do so much in providing the 
wealth, but to governmental agencies of 
various sorts, appears from a recent 
statement. 

John A. Brown, president of the 
Socony-Vacuum Oil Company, Inc., 
speaking to the graduates and under- 
graduates of Girard College, Philadel- 
phia, gave some rather surprising in- 
formation in respect to taxation of his 
company. He said that last year the 
company had paid out some $90,000,000 
to some 56,000 employes, some 1514 
million dollars to some 113,000 stock- 
holders, and more than $116,000,000 in 
taxes to state and Federal governments. 
That is, taxation took more by $10,- 
500,000 than the owners and employes 
received. 

A quotation from this address will 
be illuminating: 

The Wall Street Journal recently analyzed 
the 1938 reports of thirty-eight representa- 
tive industrial corporations. These com- 
panies earned total net profits of $258,112,- 
000 last year, and they paid Federal, state 
and local taxes of $286,591,000. Thus their 
taxes were 111 per cent of their profits. 
This is hard on the companies; it is also 
hard upon the employes, the investors and 
the consumers, all of whom gave up some- 
thing to pay these staggering taxes. It 
seems probable that these companies may 
find it difficult to undertake the building of 
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new plants or the employment of new men. 

What the effect of this is upon the rank 
and file of those employed in a company 
like ours can be appreciated when it is 
shown that taxes paid and collected by our 
company averaged $2,064 per employe and 
amounted to 129 per cent of our payroll 
and nearly 300 per cent of our net earnings. 

Our present heavy tax program is prob- 
ably one of the most important single fac- 
tors in the continuing depression. 


The legitimate object of taxation is 
to provide the means for the admin- 
istration of necessary governmental 
functions. This administration should 
be efficient and economical. No doubt. 
in recent times, the term “necessary gov- 
ernmental functions” has been stretched 
to include many objects heretofore not 
coming within this category. Some o/ 
these extensions have been rendered 
imperative by prevailing conditions. 
while others merely represent theories 
about wealth distribution through taxa- 
tion. The real problem is as to whether 
the money so taken from shareholders 
and workers and turned over to poli- 
ticians has gained or lost in efficienc\ 
in the transfer. 


© 


FEDERAL DEPOSIT INSURANCE 
CORPORATION 


FROM the Annual Report of the Fed- 

eral Deposit Insurance Corporation 
for the year ending December 31, 1938, 
transmitted to Congress on June 20. 
1939, and recently published, much im- 
portant information is presented regard- 
ing the operations of bank-deposit in- 
surance. 

Since its organization to the close 
of last year, the Corporation has had 
total administrative expenses and esti- 
mated losses to the amount of $36.- 
000,000, compared with income from 
assessments and investments amounting 
to $167,000,000, so that there has been 
added as surplus $131.000.000 to the 
original capital of $289,000,000. 

But it is pointed out in the report 
that the past’five years do not provide 
an adequate basis for judging the future 
experience of the Corporation, since the 
low rate of loss from bank insolvencies 
has been characteristic of other periods 
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of recovery from severe crisis. With an 
annual loss of 1 per cent of deposits 
over the past seventy-five years, it is 
stated that while changes in the com- 
position of bank assets may result in 
lower rates of loss in the banking sys- 
tem than heretofore, the rate of net 
earnings available for meeting losses is 
lower than in earlier periods, and 
double liability of shareholders has 
been largely eliminated. As a conse- 
quence, the margin of protection pro- 
vided creditors, including the Corpora- 
tion, is narrower than heretofore. It 
is the belief of the Corporation that 
provision will have to be made for the 
assumption of losses in excess of the 
present rate of assessment unless deposit 
insurance is accompanied by supervis- 
ory action to prevent the dissipation of 
bank capital through excessive divi- 
dends without provision for losses, and 
by provision for relieving the banks of 
the necessity, to which they have been 
subjected in the past because of heavy 
withdrawals and inadequate rediscount 
facilities, of liquidating assets at sacri- 
fice values during periods of crisis. If 
the cost of deposit insurance is to be 
kept low, bank supervision cannot be 
weakened or deflected from its primary 
objective—the maintenance of sound 
banks. 

While the report concedes that a large 
number of factors must be taken into 
consideration in determining the sound- 
ness of a bank, it states that in general 
the proportion of the bank’s funds sup- 
plied by the bank’s owners is the most 
important measure of the bank’s ability 
to withstand deterioration in its assets. 
In general, therefore, the risk borne by 
depositors and the Corporation tends 
to be increased as the proportion of 
capital to total funds of the bank is 
reduced, and to be decreased as the 
proportion of capital to total funds is 
increased. 

In the view of the report, so long as 
banks have adequate capital their affairs 
may be conducted by their managements 
with a minimum of supervision. When 
the capital is small with respect to the 
banks’ responsibilities, vigilant super- 
Vision is necessary to prevent dissipa- 
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tion of that capital, accumulation of 
risky assets, and ultimate insolvency. 

The report corrects what it considers 
a misunderstanding with regard to the 
extent of duplication in bank supervi- 
sion, pointing out that there is no dup- 
lication in the state systems, and little 
among the three Federal agencies. The 
Board of Governors of the Federal Re- 
serve System has the authority to ex- 
amine national banks, but does not ex- 
ercise it, and the Federal Deposit 
Insurance Corporation does not or- 
dinarily examine banks examined by 
other Federal supervisory agencies. And 
it is definitely declared that there is 
practically no duplication in the exami- 
nations conducted by the Federal bank 
supervisory agencies. 

Bankers have in several instances 
stated that they were restricted in mak- 
ing loans by the strict rules of the 
bank examiners. This report declares 
that it is no part of the function of 
bank supervision to exert pressure upon 
bankers to extend or not to extend 
credits, and it is improper for the 
banker to extend credit when he has 
substantial doubt regarding the wisdom 
or propriety of such extension. 

The Corporation’s rule in valuing se- 
curities is not based on current market 
prices, but on the basis of reasonable 
appraised value measured in terms of 
the likelihood of default on the part 
of obligors, assets being considered 
from the standpoint of soundness, not 
of liquidity, a good loan being placed 
in the same quality class as cash. 


io) 
GOLD AND SILVER BUYING 


REAT indignation has been ex- 

pressed by many politicians and 
economists in regard to the Treasury’s 
policy of buying silver. It has been 
shown that this policy was futile as a 
means of helping countries that had 
used silver as money. and had had, in- 
deed, the ovposite effect from that in- 
tended. It has been further shown that 
the silver was bought at a fictitious and 
inflated price, that its purchase has cost 
the taxpayers several hundred millions 
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of dollars, and that the silver itself was 
not needed here, and that the country 
has had to construct expensive vaults 
for burying it in the ground. True, 
some use was made of the metal through 
the issue of silver certificates partly 
against the purchased hoard. But these 
were not really required, since there 
is an ample avenue for furnishing cur- 
rency through the Federal Reserve 
banks, and because of the further fact 
that the circulation of money is now 
redundant. The money in circulation 
in the United States on June 30, 1939, 
amounted to $7,046,742,702, and it has 
steadily increased in a time of depres- 
sion. 

While all that has been said regard- 
ing the buying of unneeded silver at a 
fictitious price is true, and even worse 
things might justly be said to prove its 
folly, it seems to have escaped attention 
that our policy in regard to buying 
gold has been equally indefensible. 

The price of gold was raised from 
around $20 an ounce with two objec- 
tives in view: (1) to drive down the 
foreign exchange value of the dollar: 
(2) to raise domestic prices. Scant 
success has been achieved in these re- 
spects. It would seem, as The Econo- 
mist of London says, that the Admin- 
istration acted on the crudest form of 
the quantity of money theory in sup- 
posing that prices of commodities were 
governed by the price of gold. 

But, leaving these issues aside, why 
should we have advanced the buying 
price of something for which we had 
no need, and which we did not really 
want? As with silver, so with gold, we 
had to provide an expensive tomb for 
its interment. 


Partly as a result of the increase in 
the gold price our country now has the 
largest stock of gold ever held by any 
nation in the world’s history. Even 
without the advance in price of the 
metal our stock of it would have shown 
a large increase due to the political dis- 
turbances existing in Europe. The chief 
beneficiary of our gold policy has been 
those countries which were either large 
producers of the metal, which they were 


glad to sell at the enhanced price, or 
countries having a large stock of the 
metal and willing to convert it into dol- 
lars to be used in buying American se- 
curities. 

Recent monetary policies have been 
effective in one direction, in impairing 
confidence. They have been futile in 
their declared objective. Worse, even, 
they have been foolish. 


© 
IT DOESN’T MATTER 


RECENTLY a New York clergyman 
. deplored the existence of indiffer- 
ence among the people at the present 
time. But the complaint is not a new 
one, nor has it been confined to mortals 
alone. “Macduff,” mourning the slaugh- 
ter of his children by “Macbeth,” won- 
dered how heaven could have looked on 
without taking their part. 

That there does exist, however, a wide 
spirit of indifference toward matters 
about which people should not only be 
greatly concerned, but about which they 
should do something, a glance at some 
recent developments will sharply illus- 
trate. 

Taking as an example that which 
directly concerns our own people, in- 
cluding the bankers, here is a statement 
made a short time since by Col. Leonard 
P. Ayres, vice-president of the Cleve- 
land Trust Company: 


This new movement for lending our way 
out of depression has gained great mo- 
mentum without attracting much public at- 
tention. The newspapers have given it little 
space. Probably we have seldom had in 
our history so dangerous an instance of the 
failure of our people to pay attention to a 
development that gravely threatens our 
whole national future. 


Now, Colonel Ayres is not given to 
the use of exaggerated and sensational 
statements, and accepting his statement 
as true, that “a development that 
gravely threatens our whole national 
future” has not received public atten- 
tion, this may be considered as a dis- 
play of indifference dangerous in 
character. 
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ConsIDER the factors 
that have done much to achieve 
perfection in the operation of bank- 
ing’s most used service, the deposit- 
and-check system of payment. 


The adding machine; the Post 
Office; the aeroplane; the rail- 
roads; the Clearing House; the 
Federal Reserve System; corre-. 
spondent bank relationships;—and 
long years of experience. 


Since 1803 our correspondents have 
been cooperating with us in making 


an important contribution to this 
indispensable public service. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$41,000,000 


Member of Federal Deposit Insurance Corporation 
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CAPITAL FUNDS INVESTMENT 
ANALYSIS 


By Paut M. ATKINS 


Executive 


Vice-President, 


Grant § Atkins, Inc., New York City 


HILE the deposits provide the 

major portion of the funds with 

which banks work, a far from 
negligible part comes from the capital 
account of the bank. When a bank is 
organized the entire net worth is fur- 
nished by the stockholders, and is repre- 
sented by the capital and paid-in sur- 
plus. As time goes on, it is normal 
for this net worth to be increased from 
earnings by addition to surplus, the 
setting up of an undivided profits ac- 
count and often by provision for one 
or more capital reserve accounts (re- 
serve for possible losses, etc.). From 
the standpoint of the investment of such 
funds in the possession of a bank, the 


PAUL M. ATKINS 


essential characteristic is that, theo- 
retically, they may be invested at the 
discretion of the bank management 
within the limits set up by statutes and 
the regulations of bank supervisory off- 
cials. In any event, the bank is under 
no obligation to return any of them to 
the stockholders unless the bank is 
liquidated. 

While theoretically the investment of 
these funds lies largely within the con- 
trol of the officials of the bank, once a 
bank has been organized and in opera- 
tion for a few years, it is usually found 
that a substantial portion of these funds 
has been immobilized in one form or 
another and has become, in effect. 
“frozen assets.” This does not mean 
that these assets are necessarily unsound, 
although some of them may be, but 
does mean that they cannot easily be 
converted into cash, if cash is needed 
to pay off deposits or to provide needed 
legal reserves. The amount of the net 
worth, its division between capital on 
the one hand and surplus, undivided 
profits and capital reserves on the other, 


The accompanying article is a portion of 
a new book on bank secondary reserve and 
investment management, written by Dr. At- 
kins and soon to be published by The Bank- 
ers Publishing Company. 

Dr. Atkins is a well-known economist and 
bank consultant, and author of the book 
“Bank Secondary Reserve and Investment 
Policies,” written while he was engineer- 
economist for Ames, Emerich & Co., Inc. He 
organized the office of, and was for five 
years the Special Liquidator of Securities 
for the Comptroller of the Currency. 
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and the assets in which this net worth 
is or may be invested are all important 
factors controlling the secondary re- 
serve and investment accounts of a 
bank. They merit careful analysis. 


Relation of Deposits to Net Worth 


The first point to consider is the 
amount of the net worth and its relation 
to the deposits. The amount of the net 
worth should be easily obtainable from 
the ledger of the bank. Care should 
be taken, however, to make sure that 
all ascertained losses have been writ- 
ten off. It should, perhaps, be uneces- 
sary to mention such a point, but ex- 
perience has shown that carelessness in 
this respect does occur. There is an 
old rule of thought that deposits should 
not be much more than ten times net 
worth 


Total deposits 
= 10 





Total net worth 


Rather wide departure from this 
standard will not infrequently be found 
in practice. Cases are not uncommon 
where the deposits are only three or 
four times the net worth and others 
where they amount to fifteen or more 
times the total capital funds of a bank. 
There is nothing sacred about the ratio 
of ten, but experience indicates that any 
serious departure from it does merit at- 
tention. Low ratios generally mean 
that full use is not being made of the 
capital resources of the bank, while high 
ratios may show that the bank is over 
extended and that the margin of safety 
protecting the depositors is not as large 
as is desirable. Each case must be 
judged on its own merits, however, for 
highly liquid capital funds and liquid 
and éxceptionally safe assets will justifv 
a higher ratio than is considered nor- 
mal. 


Ratio of Assets to Net Worth 
As a matter of practice, a more im- 


portant ratio is that of assets other than 
cash to net worth 
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Total assets—cash 


Total net worth 


The deposits of a bank will -be safe 
if the net worth is sufficient to cover 
any losses which may be suffered in the 
assets. If the assets other than cash 
(which presumably is not subject to loss 
except through theft or fire, and every 
bank should be protected by insurance 
against these hazards) are not more 
than ten times the net worth, then, theo- 
retically, such assets can suffer a 
diminution of 10 per cent before the 
depositors will experience loss. Whether 
this margin is ample or not will depend 
entirely on the nature of the assets. If 
they are in the form of bankers’ accept- 
ances, prime commercial paper, high- 
grade bonds, warrants, Treasury bills, 
etc., with a maturity of not more than 
a year or two, a 10 per cent margin 
would be extremely large. For such 
assets as real estate reduced to posses- 
sion from mortgages held, long-term 
second-grade bonds, a banking house 
not infrequently carried at excessive 
value, this margin is not strong. The 
ratio of assets (except cash) to net 
worth is significant, more significant 
than the ratio of deposits to net worth, 
but its significance depends in part on 
the nature of the assets—a subject which 
is discussed later—and also on the com- 
position of the net worth. 


Distribution of Net Worth 


The distribution of the net worth be- 
tween capital and the other components 
—surplus, undivided profits, capital 
reserves, etc., is highly significant, for 
it measures the ability of a bank to 
write off losses without being forced 
into reorganization or liquidation. If, 
as is sometimes the case, practically all 
of the net worth is represented by the 
value assigned to the capital stock, it 
means that small losses will result in 
the wiping out of the surplus and un- 
divided profits and may even cause the 
capital to be impaired. Such a develop- 
ment would necessitate a drastic change 
in the position of the bank—recapital- 
ization, the procurement of new capital, 
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complete reorganization, merger, or 
even liquidation. The ratio of total 
deposits or of total assets less cash to 
the net worth less the amount allocated 
to the capital account is a much more 
significant ratio and influences in a 
material way secondary reserve and in- 
vestment policies and programs. 


A Practical Illustration 


A few illustrative figures (see 
Figure I) will perhaps serve to make 
this point clearer. The facts are taken 
from the records of actual banks of 
approximately the same net worth, the 
data being given in round figures for 
simplicity. 

At first glance it might appear as 
though Bank A were in a much stronger 
position than Bank B, for the deposits 
are only 3.9 times net worth—a very 
low ratio—while they are 6.4 times net 
worth in the case of Bank B. However, 
the deposits of Bank A are 29 times the 
total surplus as against 8.2 times in the 
case of Bank B. To put these facts in 
a slightly different form—Bank B could 
sustain losses of $400,000 before the 
ratio of deposits to net worth would be 
reduced to the standard of 10 and, at 
that point, it would have its capital 
intact and a total surplus of $450,000— 
a position which would be regarded as 
thoroughly satisfactory in so far as this 
factor is concerned. Bank B could lose 
$700,000 before the ratio of its deposits 
would be lowered to 10. However, 


when it had lost $155,000 its total sur- 
plus would be wiped out, and any 
further losses would impair its capital, 
forcing drastic action. In other words, 
the total surplus of Bank A provides a 
margin of protection of only 3.5 per 
cent for its deposits, whereas the total 
surplus of Bank B furnishes a margin 
of about 12 per cent. 

It is evident from the above data that 
Bank A must handle all its assets, in- 
cluding its secondary reserves and in- 
vestments, in such a way as to protect 
them in every possible manner from 
losses, regardless of what sacrifices in 
income must be made to accomplish 
this if it wishes to avoid impairment of 
its capital. Its sphere of action is 
severely limited. Bank B, on the other 
hand, has practically entire freedom of 
action, in so far as its capital structure 
is concerned, in determining its sec- 
ondary reserve and investment policies 
and programs. 


Liquidity of Net Worth 


The foregoing analysis indicates the 
adequacy of the amount of the net 
worth of a bank to protect its deposits 
and in particular whether the distribu- 
tion of the net worth is such as to give 
the bank freedom of action in develop- 
ing its policies. A further analysis is 
needed to reveal the liquidity of the 
capital position and its flexibility in the 
current administration of the bank. 

All banks have certain fixed assets 


FIGURE I 
Bank A 


$1,000,000 $250,000 


$20,000 


Undivided profits 


Capital reserves 
Total surplus 


Total net worth 
Deposits 
Deposits to net worth 
Deposits to total surplus 


10,000 
125,000 


155,000 850,000 


$1,155,000 
4,500,000 
3.9 times 
29 ‘times 


$1,100,000 
7,000,000 
6.4 times 
8.2 times 
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or assets which they do not desire to 
retain but which they must hold until 
they can be liquidated at a minimum 
loss or none at all, or both types of 
assets. It is not appropriate that any 
of the deposits of a bank should be 
locked up in such frozen assets, assets 
which often are not only frozen but also 
non-income producing. Funds for such 
purposes should be supplied by the 
capital accounts of a bank, and it is 
not until the amount of such assets is 
deducted from the net worth that it is 
possible to ascertain the degree of 
liquidity of the net worth and _ its 
availability for supplying funds for the 
secondary reserve or investment account 


is may be needed. 


LIQUIDITY ANALYSIS OF NET 
WORTH 
\. Bank Building 
B. Other Real Estate 
C. Undesirable Securities 
1). Total Frozen Assets 


Total Net Worth—Total Frozen Assets 
Total Deposits 
Yotal Net Worth—Total Frozen Assets 
Total Assets—Cash 


The greater the liquidity of the net 
worth, the greater is the freedom of 
action which it permits its management. 


The Bank Building 


Assets which are essentially fixed, or, 
at least, lack that degree of liquidity 
essential for the investment of funds 
obtained from deposits are varied. A 
bank building may be owned or rented. 
It is, of course, necessary for a bank 
to be suitably housed. Unfortunately, 
the mania for elaborate and expensive 
bank buildings which developed during 
the twenties has saddled many banks 
with what have proved to be “white 
elephants” in more senses of the word 
than one. Funds invested in a bank 
building are, for all practical purposes, 
permanently sunk. A_ building built 
and used exclusively for a bank is one 
of the least adaptable of structures, and 
if it is not employed for banking pur- 
poses it has almost no value. This is 
not the place for a discussion of the 


relative merits of owning a building of 
this type or of renting quarters in a 
business building, but it is a subject 
which at least merits consideration. For 
the purposes of the present study it is 
sufficient to note that funds invested in 
a bank building designed for the ex- 
clusive occupancy of a bank are no 
longer available if the bank desires to 
have funds in a liquid form. 


Other Real Estate 


Another type of asset, somewhat 
more liquid but practically always com- 
pletely frozen at all times when addi- 
tional funds in liquid form might be 
desired, are the holdings of “other real 
estate.” The major portion of such 
holdings are usually made up of real 
estate acquired through the foreclosure 
of mortgages. Hence, its liquidity and 
earning power are both questionable, 
for if the earning power were there, the 
owner would have been able to meet 
interest payment and probably would 
have been able to arrange for the trans- 
fer of the mortgage if the bank had 
desired to be relieved of it. If it had 
been salable, in most instances the bank 
would have facilitated the sale rather 
than take it over. “Other real estate,” 
therefore, is a non-liquid possession, 
especially in times of general business 
inactivity. 


Sub-standard and Defaulted 
Securities 


There is still another type of asset 
which is usually camouflaged but which, 
like the other two just described, should 
be covered by funds obtained from capi- 
tal sources and not from net worth— 
namely, sub-standard and defaulted 


securities. Such securities may have 
been the result of unwise purchases for 
the secondary reserve or investment 
account or they may have been securi- 
ties held as collateral and reduced to 
possession. In the latter case, they are 
much like “other real estate” in respect 
both to liquidity and earning power, 
otherwise it would not have been neces- 
sary to take them over. 
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Usually such assets are included in 
the investment account of a bank. They 
have no place there and should be 
segregated in a liquidation account. The 
general economic situation and the posi- 
tion of issuing organizations may be 
such that it is the part of good manage- 
ment to retain them temporarily, but 
since both their liquidity and safety are 
unsatisfactory they are not suitable for 
the investment of funds obtained from 
deposits and should, therefore, be cov- 
ered by funds from capital sources. 

The proportion of capital funds taken 
up by such assets measures the liquidity 
of capital funds and the flexibility in 
their use to meet the changing condi- 
tions which a bank may experience. The 
greater the liquidity of capital funds, 
the greater is the flexibility permitted 
the management in its control of its 
non-local earning assets. 


Hidden Gains and Losses 


There is another item concealed in 
the balance sheet which has an intimate 
relationship to the capital structure— 
the amount of the unrealized gains or 
losses which may exist. Usually such 
gains or losses are found in the sec- 
ondary reserve and investment accounts, 
or both. It is quite clear that un- 
realized gains should not have recogni- 
tion in the balance sheet—since they 
have not been realized, they are in no 
way assured and may eventually vanish 
in whole or in part. Substantial unreal- 
ized profits, as long as they exist, how- 


ever, are a real factor in the manage- 
ment of a bank for they represent a 
hidden reserve which is potential addi- 
tion to capital reserves or undivided 
profits. 


Unrealized losses, on the other hand, 
are a constant danger and may well be 
a menace to a bank, for conditions may 
arise at any instant which may force 
their recognition, usually at a moment 
when it is the least convenient. Further- 
more, in times of economic pressure, 
such losses have an uncomfortable 
fashion of growing rather than diminish- 
ing. Unrealized losses may be the 
results of poor accounting or a failure 
or refusal of the management to recog- 
nize a situation which actually exists. 
Such a situation, when found, is usually 
in a bank in poor condition, the type 
of bank which can least afford to take 
chances or deceive itself in regard to 
its actual position. 

According to regulations issued by 
the Comptroller of the Currency in 
1938, it was made legal for certain un- 
realized losses to exist in bank security 
portfolios in order to’eliminate some of 
the obvious difficulties resulting from 
fluctuations in the prices of bonds, many 
of which were not due to changes in the 
intrinsic value of securities. Whatever 
may be the justification for this pro- 
cedure—and certain weighty and valid 
arguments are advanced in its favor— 
the fact remains that it is a source of 
weakness to the capital structure of a 


bank. 


FIGURE II 


Total net worth 


Bank building 
Other real estate 
Unsatisfactory securities 


Total non-liquid assets 


Unrealized gain or loss on securities 


Bank A 


$1,000,000 
1,155,000 


Bank B 


$ 250,000 
1,100,000 


450,000 
450,000 
1,000,000 


85,000 
5 


35,000 


1,900,000 120,005 
(loss) 300,000 (gain) 700,000 
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A Practical Illustration 
) 
A continuation of the illustrative 
cases outlined earlier may aid in vis- 
ualizing the points just discussed (see 
Figure II). 
These figures reveal a difference be- 
tween the two banks even more sig- 
nificant than that shown by the former 
figures. Bank A has non-liquid assets 
64 per cent in excess of its total net 
worth. Bank B has similar assets 
amounting to less than one-half of its 
capital and to only slightly more than 
10 per cent of its total net worth. It 
is evident that the capital funds of 
Bank A are badly frozen and that part 
of its deposits are in a like position be- 
cause of its holdings of securities and 
without regard to the condition of its 
loans, discounts and mortgages. Here 
is another severe handicap to its man- 
agement in handling the secondary re- 
serve and investment account. Bank B, 
on the contrary, is in an exceptionally 
iiquid position in so far as funds de- 
rived from its net worth are concerned. 
These are available to build up the pri- 
mary or secondary reserve of the bank 
or to be employed in income producing 
assets to increase the earning power of 
its stock. 


Unrealized gains and losses are ac- 
tually concealed in these figures, for in 
the case of Bank A the bank building 
is probably worth not over $300,000 if 
proper depreciation had been allowed, 
and the “other real estate” would hardly 
bring more than $250,000 in a work-out 
liquidation. The bank building owned 
by Bank B, on the other hand, could 
be conservatively valued at $500,000 
and “other real estate” at forced sale 
would probably bring about $50,000. 
If the unrealized losses of Bank A from 
these sources are compared with its to- 
tal surplus, it shows that this surplus 
would be entirely wiped out by a recog- 
nition of these losses. If the unrealized 
gains of Bank B were written up, they 
would add over $450,000 to its already 
strong surplus position. 


A consideration of the unrealized 
gains or losses of these two banks on 


securities further illustrates the signifi- 
cance of this factor. Bank A has un- 
realized losses of $300,000 which, to- 
gether with the $350,000 unrealized 
loss on real estate, would require about 
half of its capital as an off-set. It may 
be seen that its capital position which, 
at first glance appeared to be so strong, 
is, as a matter of fact, decidedly weak 
as well as non-liquid. Bank B, on the 
other hand, has substantially a million 
dollars of unrealized profits to supple- 
ment its already very strong and liquid 
capital position. The management of 
Bank A is severely limited in establish- 
ing secondary reserve and investment 
policies and programs because of its 
capital position, whereas the manage- 
ment of Bank B has entire freedom of 
action in these respects. 

The cases employed as illustrations 
are extreme, but they have been selected 
to emphasize the importance of this fac- 
tor in evaluating the position of a bank 
and of indicating the significance of the 
amount, distribution and liquidity of 
capital funds in restricting or freeing 
the management of a bank in handling 
its funds. 


(Note: Additional portions of Dr. Atkins’ 


book will be printed in forthcoming issues 


of Tue Banxers Macazine. Chapters of 
the book are devoted to: Analysis of the 
Balance Sheet Position of a Bank, Analysis 
of the Income Position of a Bank, Analysis 
of the Past History of a Bank, Evaluation 
of Securities, Evaluation of U. S. Govern- 
ment Securities, Evaluation of Tax Exempt 
Securities, Evaluation of Railroad Secu- 
rities, Evaluation of Public Utility Secu- 
rities, Evaluation of Industrial Securities, 
Economic, Business and Political Factors, 
Sources of Economic Information, Primary 
Reserve Policies, Secondary Reserve Poli- 
cies and Programs, Investment Account 
Policies and Programs, Purchase and Sale 
of Securities, Accounting Records for Bank 
Holdings of Securities, etc., etc.) 


Cc 
SPEED THE DAY! 


Some day the peoples of the world will 
come to realize that prosperity lies in 
cooperation, and not in conflict.—King 


George VI of England. 
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THE INFLATION SCARE 


By GusrieD FREUND 


UST as people were clamoring for 
a period of deflation in the early 
part of 1936 when fear of a run- 
away boom was prevalent, so today 
some people still maintain that the 
United States is bound to experience a 
period of inflation. The question of in- 
flation is one of vital importance to 
business and banking circles. This 
factor is one which should be given 
careful consideration because of its 
many implications. If one thinks that 
inflation is in store for the United 
States, proper protective measures 
should differ materially from those to 
be taken if he feels that no inflation is in 
sight. If inflation is imminent, then a 
business policy of increasing inven- 
tories and incurring debt is justified, 
and the sale of bonds, both Government 
and corporate, would be wise invest- 
ment policy. If, however, no rise in 
prices is to be expected, the above poli- 
cies would obviously be unjustified. 
There are two major types of infla- 
tion, namely credit (or price) and vol- 
ume. By credit inflation is meant a 
sharp increase in the prices of equities, 
commodities, and real estate caused by 
an increase in the volume or velocity 
of money or credit. By volume infla- 
tion is meant a sharp increase in the 
production of commodities caused by 
an increase in the volume or velocity 
of money or credit. Distinction should 
be made between the two because their 
effects upon business are different. In 
order to arrive at a definite conclusion 
regarding the possibilities of inflation 
in the United States, it is necessary to 
analyze the various factors in existence 
at the present time which provide the 
basis for rumors of inflation. These 
are: 
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‘‘There is no reason for any- 
body to believe that the United 
States will be confronted with a 
pericd of inflation (rising 
prices) in the near future,’’ says 
the author. 

Mr. Freund, a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is a member of 
the Research Department of the 
Institute of International Fi- 
nance. 


1. Large budgetary deficit of the 
Government. 

2. Large volume of excess reserve 
balances. 
/ 3. Low money rates. 

4. Devaluation of the dollar. 
~ 5. Large increase in gold holdings. 

6. Provisions of the Thomas Amend- 
ment. 

Each of these will be considered 
separately: 


The Budget Deficit 


Many people place too much empha- 
sis upon the budgetary deficits of the 
Federal Government. Great concern 
and apprehension has been expressed 
over the large deficits which occur year 
after year. One should understand, 
however, that such action results in 
price inflation only when the Govern- 
ment finances itself through the sale of 
bonds to the banks, thereby creating 
new deposits. Deposits are a means of 
purchasing goods and services. It is 
claimed that when the Government dis- 
tributes these deposits, individuals 
spend this newly created purchasing 
power, resulting in a rise in prices. At 
present, however, the Government de- 
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‘‘The question of inflation is one of vital importance to business and 


banking circles. 


If inflation is imminent, then a business policy of increas- 


ing inventories and incurring debt is justified, and the sale of bonds, both 


Government and corporate, would be wise investment policy. 


If, however, 


no rise in prices is to be expected, the above policies would obviously be un- 


justified.’’ 


rives a large portion of its funds from 
social security taxes and the sale of 
baby bonds. This has the effect of 
shifting deposits already in existence, 
and is by no means inflationary. This 
does not mean that it is sound policy 
for the Government to have continuous 
deficits, but rather that a deficit is in- 
flationary only when bonds are sold 
directly to the banks. 


Huge Excess Reserve Balances 


The existence of a large amount of 
excess reserve balances provides a “po- 
tential” inflation base, but it cannot be 
stated that such a condition is inflation- 
ary in itself. The existing excess re- 
serves can sustain a credit expansion 
of approximately $20 billion in new 
deposits. It must be remembered, how- 
ever, that deposits are created primar- 
ily through loans and investments by 
banks. The trend of loans has been 
steadily downward, and, with the large 
amount of deposits already in existence, 
it is doubtful whether business will bor- 
row in substantial amounts for some 
time to come. Concerning investments, 
the failure of the capital market to re- 
vive, and the fact that Government se- 
curities are available only at record 
high prices, seems to indicate that there 
will be only a slight increase in de- 
posits from this source. 

Even if one accepts the arguments 
that there will be a material increase 
in the volume of loans, and that $20 
billion in new deposits will be injected 
into the credit structure of the country, 
it is doubtful whether this would result 
in price inflation. The Board of Gover- 
nors of the Federal Reserve System has 
full control over loans for. speculative 
purposes, and, if all loans are made 
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for commercial purposes, then the re- 
sulting increase in production would 
tend to offset the increase in deposits, 
and no price inflation could then come 
about. 


Devaluation of the Dollar 


Most economists believe that when the 
gold content of a currency is reduced 
(depreciation) the result will be a cor- 
responding increase in the prices of 
commodities. Statistics, however, do 
not prove that the devaluation of the 
currency in the United States caused 
an increase in prices. Prices of com- 
modities are determined primarily by 
the demand for and supply of such 
goods, as well as production costs, and 
not by changes in the gold content of 
the standard unit of value. Thus it is 
doubtful whether further devaluation 
would have any material effect on prices 
of equities and goods. 


Huge Amounts of Gold 


Some arguments are presented stat- 
ing that the large amount of gold in 
the United States is paving the way for 
a period of inflation in this country. 
It is claimed that, in the past, when- 
ever the gold stock of a country in- 
creased sharply, there was a resulting 
increase in prices within the country. 
This may have been true in the past 
when gold was allowed to exercise its 
influence upon the credit structure. At 
present, however, a good portion of 
the gold is sterilized through various 
methods, and is not put to work. In 
the last half of 1938, and the first half 
of 1939, gold came to the United States 
in ever increasing amounts, and yet 
there was no substantial increase in 
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Statement of Condition 


At the Close of Business, June 30, 1939 
NOT INCLUDING TRUST FUNDS 


Resources 
CASH 
On Hand and with Federal Reserve Bank $41,819,285.87 
With Other Banks 17,082,794.30 $58,902,080.17 


INVESTMENTS (at not exceeding market value) 
United States Bonds and Notes 141,891,094.26 
Other Bonds Rape: 23,585,134.25 
State of California Warrants ... 5,514,407.53 170,990,636.04 % 


Stocks and Other Securities 591,339.52 
(Including $450,000.00 Stock in Federal Reserve Bank of 8S. F. 

LOANS 
Loans and Discounts 37,934,305.79 
Loans on Real Estate 11,134,431.88 49,068,737 .67 


Customers’ Liability for Credits and Acceptances 6,864,359.86 
Bank Premises, Furniture and Fixtures 3,181,104.29 
Other Real Estate Owned 669,176.40 


DEPOSITS 
Demand Deposits $141,636,008.19 
Time Deposits (Savings and Commercial) .. 115,032,057.92 
Public Funds 7,982,488.72 $264,650,554.83 


Letters of Credit, Credits and Acceptances 7,158,361.90 
Foreign Acceptances and Bills of Exchange 

Sold with our Endorsement 139,145.87 
Reserved for Taxes... ‘ 241,945.00 
Other Liabilities. . i fot 378,858.46 
CAPITAL Paid in oe 
Surplus i ets 
Undivided Profits 17,698,567.89 


$290,267 ,433.95 


* $12,663,689.20 pledged to secure Publie and Trust Funds 


STATE OF CALIFORNIA ‘ 
City and County of San Francisco { 55:* 


A. W. Kohner, Cashier of Wells Fargo Bank & Union Trust Co., being duly sworn, 
says he has a personal knowledge of the matters contained in the foregoing report 
of condition and that every allegation, statement, matter and thing therein con- 
tained, is true to the best of his knowledge and belief. A. W. Kohner, Cashier. 


Subscribed and sworn to before me this 5th day of July, 1939. Mrs. Emi 


Eggers Del Bono, Notary Public in and for the City and County of San Francisco, 
State of California... 


CORRECT—Attest: W. P. Fuller, Jr., Henry Rosenfeld, Arthur D. King. 


DIRECTORS 


S. P. Eastman Clara Hellman Heller Dr. Hartland Law George A. Pope 
Sidney M. Ehrman F. J. Hellman Samuel Lilienthal Henry Rosenfeld 
James Flood I. W. Hellman EK. C. Lipman R. 8S. Shainwald 
J. A. Folger Arthur D. King F. L. Lipman Guy V. Shoup 

W. P. Fuller, Jr. Frank B. King R. B. Motherwell Frank E. Sullivan 
W. L. Gerstle H. G. Larsh Henry D. Nichols J.D. Zellerbach 


Wells Fargo Bank 
Union Trust Co. 


SAN FRANCISCO 


Oldest Bank in the West—Established 1852 
Member F. D. I. C. 


Sn he 


—_ 


THE BANKERS MAGAZINE for September, 1939 





‘‘As long as capital and labor in the United States remain unemployed, 


it is impossible for inflation to take place. 


Even if the time should come 


when all idle machinery and labor is put to work, the productive capacity of 
the country is so great that a period of volume inflation will result. Only in 
countries where the productive capacity is not great enough to meet the in- 
crease in the volume and velocity of money and credit does price inflation 
occur, and such a situation does not exist in this country today.’’ 


prices. So long as the gold kept in 
the United States is kept idle, there is 
no danger of inflation. Even if it were 
put to work, the monetary authorities 
have sufficient powers at their disposal 
to stem any excessive increase in the 
extension of credit. 


Low Money Rates 


Many economists advance the argu- 
ment that if money rates are low over 
a period of years, such condition in- 
evitably leads to expansion or over- 
expansion. This is based on the prem- 
ise that business borrows from the 
banks and the capital market in order 
to take advantage of the low money 
rates. The new funds, when spent, 
cause a sharp increase in prices and 
eventually lead to a period of inflation. 
This argument, however, has not been 
borne out in the past few years since 
loans have been decreasing steadily 
while money rates are reaching all-time 
record lows. The cost of money (in- 
terest) is only one of the many factors 
which the business man takes into con- 
sideration in planning his policies. If 
other costs of production remain at a 
high level, and money rates decline, 
the business man will not borrow un- 
less he feels that he can make a profit 
on the transaction. Thus it can be 
readily seen that low money rates do 
not necessarily bring about an increase 
in business activity. 


Provisions of the Thomas Amendment 


Another inflationary force that is 
said to be in existence in this country 
at the present time is the Thomas 
Amendment of 1933. Both the power 
of the President to issue $3 billion of 
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greenbacks, and the provision authoriz- 
ing the Secretary of the Treasury to 
negotiate directly with the Federal Re- 
serve banks for the purchase of $3 
billion of Government securities, are 
said to be inflationary. This is a valid 
argument, and it is quite true that some 
danger exists from this source if the 
provisions are put into effect. It is un- 
likely, however, that these powers will 
be employed, and even if they should 
be, price inflation cannot occur in the 
United States. 

As long as capital and labor in the 
United States remain unemployed, it 
is impossible for inflation to take place. 
Even if the time should come when all 
idle machinery and labor is put to 
work, the productive capacity of the 
country is so great that a period of vol- 
ume inflation will result. Only in coun- 
tries where the productive capacity is 
not great enough to meet the increases 
in the volume and velocity of money 
and credit does price inflation occur, 
and such a situation does not exist in 
this country today. The banks are 
sounder today than at any other time 
since the late twenties. There has been 
no overexpansion in the capital goods 
industries, and all factors point to a 
sound economic basis for a prolonged 
recovery in the United States. There is 
no reason for anybody to believe that 
the United States will be confronted 
with a period of inflation (rising prices) 
in the near future, but, rather one 
should realize that the United States 
will undergo a period of business re- 
covery as soon as business overcomes 
its fears. These fears keep money and 
men idle, and as soon as confidence is 
restored, a period of sustained recovery 
will be forthcoming in this country. 


2 _ THE BANKERS MAGAZINE for September, 1939 





BANKS AND THE WAGNER ACT 


By RusseLt L. GREENMAN 


Consultant in Labor Relations, 
McKinsey, Wellington & Company 


HE C. I. O. has just been given a 

“so-sign” to try to organize the 

employes of some 16,000 banks. 
The “go-sign” took the form of a de- 
cision by the National Labor Relations 
Board in the case of Bank of America. 
The board held this bank, and by im- 
plication all other national banks, to be 
subject to the Wagner Act. 

Here is what one of John L. Lewis’ 
chief henchmen, Lewis Merrill, had to 
say about the Bank of America decision: 

“This decision will provide the na- 
tion’s 200,000 bank employes with the 
same impetus for organization and col- 
lective bargaining that the Supreme 
Court decision upholding the constitu- 
tionality of the Wagner Act provided 
for labor generally more than two years 
ago. 

Bankers are likely to hear much from 
Mr. Merrill and about him in the next 
few months. He is general president 
of the United Office and Professional 
Workers of America, the C. I. O. af- 
filiate that claims jurisdiction over em- 
ployes of banks and other financial in- 
stitutions. 

Mr. Merrill may not be entirely right 
in assuming that all bank employes wish 
to join his union. But with the bless- 
ing of John L. Lewis and the sanction 
of the board, he is certainly going to 
7 hard to bring them into the C. I. O. 
fold. 

Of course, no ruling of the board is 
automatically enforceable. The Bank 
of America case is already booked for 
review by a Federal circuit court of 
appeals. It will undoubtedly go to the 
United States Supreme Court for final 
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‘““However the courts may ul- 
timately rule on the status of 
banks under the Wagner Act, 
those banks that make the very 
small expenditure required to 
put their personnel policies and 
practices in order will find they 
have made a highly profitable 
investment in insurance against 
labor strife,’’ suggests the au- 
thor. 

Mr. Greenman, prior to join- 
ing the staff of McKinsey, Well- 
ington & Company, was assistant 
manager of the Department of 
Manufacture, United States 
Chamber of Commerce, and for 
nearly ten years acted as that 
organization’s specialist on per- 
sonnel administration and labor 
legislation. He is the author of 
the book ‘‘The Worker, the 
Foreman, and the Wagner Act’’ 
(Harper & Brothers), and con- 
tributing editor of the magazine 
‘<Supervision.”’ 


adjudication. But the Supreme Court 
is not likely to pass on the case until! 
next spring. 


Why Comply? 


“Why bother about the Wagner Act 
at all?” some bankers may ask. Why 
not wait until the Supreme Court finally 
rules on the Bank of America case? 
Before deciding to ignore the law en- 
tirely, they would do well to reflect on 
the unfortunate experiences of hun- 
dreds of industrial executives. For 
nearly two years after the Wagner Act 
was passed in 1935, most industrialists 
thought that it did not apply to them. 
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‘‘One has to look far beyond the Bank of America decision to determine 
how the Wagner Act may be applied to bank operations. Like many other 
New Deal measures, the Wagner Act is couched in vague and general terms. 


It vests in the board extraordinary discretionary powers. 


Only through 


examinataion of scores of typical board decisions is it possible to obtain a 
thorough understanding of the requirements which the law imposes upon 


management.’’ 


In fact, they were advised by eminent 
leaders of the bar that the Wagner Act 
was completely invalid. The lawyers 
had impressive precedents to support 
their position. What they could not 
and did not foresee was the “new lib- 
eralism” of the Supreme Court. And 
whether there was actually any causal 
connection or not, the fact was that in 
April, 1937, two months after the Presi- 
dent launched his ill-fated court-packing 
program, the Supreme Court sustained 
the constitutionality of the Wagner Act 
and the board’s application of it to 
manufacturing industries. 

The immediate result of the valida- 
tion of the Wagner Act was the filing 
of an avalanche of complaints with the 
Labor Relations Board. Thousands of 
employes who had previously lost their 
jobs accused their employers of having 
illegally discharged them for union ac- 
tivities. Hundreds of these employers 
were held by the board to have done 
that very thing and were required to 
pay heavy penalties in the form of back 
wages to union members and to put 
them back on their jobs. One mod- 
erate-sized company had to pay out 
some $200,000 to a group of union 
members whose services were terminated 
on account of their union connections. 

To be sure, in the Bank of America 
case, the board may have gone too far. 
It has been wrong before. In several 
cases the Supreme Court has partially 
or wholly reversed it. But the board’s 
batting average in the courts has been 
extraordinarily high. Hence, before any 
banker concludes that he can disregard 
the Wagner Act with impunity, the pru- 
dent thing to do would be to have his 
attorneys quote the odds on the ultimate 
reversal of the Bank of America de- 
cision. 
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The Bank of America Case 


In the Bank of America case the 
board had just two basic questions to 
answer: 

1. Are the operations of this bank 
of such a nature as to bring its em- 
ployes within the coverage of the Wag- 
ner Act? 

2. Did the bank illegally discharge 
one Edward C. Washer, a clerk in the 
trust department, for the purpose of 
discouraging union activities? 

The board answered both these ques- 
tions in the affirmative. 

First, as to the application of the act, 
the bank contended that it is an agency 
and instrumentality of the Federal Gov- 
ernment and therefore exempt. The 
board disagreed, holding that the Gov- 
ernment had not created the bank for 
the purpose of carrying on its govern- 
mental functions and that while subject 
to certain governmental regulation, it 
performed no governmental functions 
other than such as are purely incidental 
to its business. 

To be subject to the law, it is neces- 
sary for the operations of an enterprise 
either to involve interstate commerce or 
to affect commerce. The board con- 
cluded that an interruption of the 
bank’s business would hinder, obstruct, 
and seriously impair an instrumental- 
ity of commerce—the mechanism 
whereby payment for goods shipped in 
commerce is affected. Thus, the board 
ruled the bank is covered by the law. 

Second, as to the real cause of Wash- 
er’s discharge, the board found it neces- 
sary to review his previous experience, 
his employment record in the bank, 
and his relations with superiors, with 
fellow employes and with union offi- 
cials. The bank advanced several rea- 
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‘‘To assure compliance with the act, those in charge of a bank’s personnel 
policy should, among other things, see to it that: (1) all persons are selected 
for employment, transfer, promotion, or separation on the basis of merit and 
merit alone; (2) accurate records are maintained to show the reason for any 
change in an employe’s job status and that the employe himself is fully in- 
formed as to the reason; (3) simple rules governing employes’ conduct in 
the bank, causes for dismissal, permissible activities during working hours, 
etc., are formulated, made known to all employes and impartially enforced; 
(4) all supervisors are thoroughly informed as to their rights and obligations 


under the act.’’ 


sons for dropping this employe, includ- 
ing: 

1. The unsatisfactory services he had 
rendered and his lack of qualifications 
for his position; 

2. His making a false expense claim; 

3. His insubordination and insolence 
toward his superior officers. 

A C. I. O. union accused the bank of 
having discharged Washer because of 
his union connections and _ activities. 
The board found that while Washer did 
not join the union until after his dis- 
charge, six months earlier he had be- 
come actively interested in organizing 
bank clerks and that this activity soon 
became known to his superiors. The 
board also found that on a number of 
occasions Washer’s attitude respecting 
unions was discussed with him by his 
superiors. The board concluded that 
the discharge of Washer was due to 
none of the reasons asserted by the 
bank, but only to his obvious interest 
in the organization of the bank’s em- 
ployes. The bank’s action, the board 
held, constituted illegal discrimination. 

The board ordered the bank to offer 
to Washer immediate reinstatement to 
his former position or to a substantially 
equivalent position. It further ordered 
the bank to pay to Washer a sum 
equivalent to his loss of earnings from 
the date of his discharge to the date of 
reinstatement. (In this case the amount 
payable up to the time of the decision 
would be approximately $2,900.) 

One has to look far beyond the Bank 
of America decision to determine how 
the Wagner Act may be applied to bank 
operations. Like many other New Deal 
measures, the Wagner Act is couched 


in vague and general terms. It vests in 
the board extraordinary discretionary 
powers. Only through examination of 
scores of typical board decisions is it 
possible to obtain a thorough under- 
standing of the requirements which the 
law imposes upon management. 

The main object of the Wagner Act 
is declared to be to promote the prac- 
tice and procedure of collective bargain- 
ing. To accomplish its purpose the 
act defines and makes illegal certain 
kinds of conduct by employers or their 
agents that may have the effect of pre- 
venting employes from joining labor 
organizations or bargaining collectively. 

Stripped of legal verbiage and of 
technical qualifying clauses the unfair 
labor practices banned by the law are: 

1. To interfere with, restrain or co- 
erce employes in the exercise of their 
rights to self organization and collec- 
tive bargaining; 

2. To dominate or interfere with a 
labor organization or to contribute 
financial or other support to it; 

3. To encourage or discourage mem- 
bership in a labor organization by dis- 
criminating with regard to hire or 
tenure of employment or any terms or 
conditions of employment; 

4. To discourage or otherwise dis- 
criminate against an employe because 
he has filed charges or given testimony 
under the act; 

5. To refuse to bargain collectively 
with the representatives selected by the 
majority of the emloyes in an “appro- 
priate bargaining unit” as such unit 
may be determined by the board. 

Note that the law does not compel 
anyone to join a union. It merely says 
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employes have the right to join if they 
so desire. 

As many employers have found to 
their dismay, the Wagner Act, accord- 
ing to board interpretations, prohibits 
many kinds of action that hitherto have 
been considered both innocent and de- 
sirable. The board considers it illegal, 
for example, for a minor supervisor to 
give any information about unions to 
one of his subordinates, even though 
the employe seeks his advice. If the 
head of a corporation conveys to his 
employes the idea that he would like 
them to join an A. F. of L. union or a 
C. I. O. union, it is just as much a 
violation of the law as though he took 
steps to crush out unionization alto- 
gether. 

As construed by the board, the act 
makes it mandatory for all persons hav- 
ing executive or supervisory respon- 
sibility to maintain an attitude of pas- 
sive neutrality. They can _ neither 
encourage nor discourage union activity 
among their employes. 

A petty supervisor’s statements or 
decisions affecting union relationship 
need not be sanctioned by his employer 
in order to involve a violation of the 
law. The board has expressly held 
that top management is answerable for 
the conduct of all employes who have 
any supervisory authority whatsoever. 


Management’s Rights 


There is another side to the picture. 
Contrary to the impression sometimes 
conveyed by union organizers, the Wag- 
ner Act does not give to the Labor Re- 
lations Board or to any labor union the 
right to dictate employment policies. 
Members of labor unions, like all other 
employes, can be freely discharged for 
good cause. Likewise they can be re- 
fused employment for good cause. The 
act does require management to refrain 
from discriminating for or against em- 
ployes because of their union affiliation 
or lack of it. But it certainly does not 
require management to cease demand- 
ing and getting efficient and faithful 
performance from its employes. 

Moreover, the law does not say that 
a union representing the majority of 
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the employes shall have the right to de- . 
mand and obtain any particular changes 
in terms of employment. Wage rates, 
hours, and other terms of employment 
remain under the act a matter for de- 
termination by the management itself, 
whenever no union has a majority, or 
for joint negotiation in the event the 
majority of the employes wish to deal 
collectively. 


Desirable Precautions 


To assure compliance with the act, 
those in charge of a bank’s personnel 
policy should, among other things, see 
to it that: 

1. All persons are selected for em- 
ployment, transfer, promotion, or sepa- 
ration on the basis of merit and merit 
alone. 

2. Accurate records are maintained to 
show the reason for any change in an 
employe’s job status and that the em- 
ploye himself is fully informed as to 
the reason. 

3. Simple rules governing employes’ 
conduct in the bank, causes for dis- 
missal, permissible activities during 
working hours, etc., are formulated, 
made known to all employes and impar- 
tially enforced. 

4. All supervisors are thoroughly in- 
formed as to their rights and obliga- 
tions under the act. 

Unionization of bank employes is not 
necessarily inevitable. The surest way 
to bring it about is to try to prevent it, 
either openly or covertly. If they feel 
their employer fears or hates a union, 
many employes are likely to join up 
out of sheer curiosity or perversity. 
The prudent thing to do is to let em- 
ployes make up their own minds. 

To the typical company subject to 
the Wagner Act, the cost of defense in 
Labor Board proceedings frequently 
runs to more than $20,000. However 
the courts may ultimately rule on the 
status of banks under the Wagner Act, 
those banks that make the very small 
expenditure required to put their per- 
sonnel policies and practices in order 
will find they have made a highly profit- 
able investment in insurance against 
labor strife. 
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Small Business 


Capital and Credit Needs 


URING last spring and early this 
summer, representatives of the Se- 
curities and Exchange Commission 

made a survey for the Temporary Na- 
tional Economic Committee of the capi- 
tal and credit needs of small business. 
Our representatives interviewed hun- 
dreds of small businessmen in New 
England, the Southeast, the Southwest, 
the Middle West, the Rocky Mountain 
region, and the Pacific Northwest, study- 
ing balance sheets and learning finan- 
cial needs. We found that venture 
capital was not in any appreciable vol- 
ume finding its way into the small busi- 
ness sector of our economy. Our 
experience indicates that where modern- 
ization, expansion, and replacement of 
existing plant has occurred, it has been 
made possible largely through utiliza- 
tion of reserves set aside from previous 
earnings, rather than through the pro- 
ceeds of new capital issues. This 
tendency to finance replacements and 
plant expansion through utilization of 
business savings, depreciation, and other 
reserves appears to be widespread 
throughout th whole business area, as 
recent testimony before the Temporary 
National Economic Committee dis- 
closed. 


Investment Banking Limitations 


Now one of the traditional ways by 
which “savings” have been placed at 
the disposal of industry has _ been 
through the investment banking ma- 
chinery. But even if the existing finan- 
cial mechanism were to open wide our 
vast reservoirs of idle capital, it is ex- 
tremely doubtful if small business 
would be benefited materially. This 


By Peter R. NEHEMKISs, JR. 


Special Counsel, Investment Banking Sec- 
tion, Monopoly Study, Securities and Ex- 
change Commission, Washington, D. C. 


results from the fact that investment 
banking with relatively few exceptions 
is not geared up to handle small secu- 
rity issues; nor can our New York bank- 
ing houses be expected to service the 
needs of small local enterprises. We 
are, therefore, confronted with an 
anomalous situation; while our national 
economic welfare is intimately tied up 
with the welfare of small business, our 
national financial machinery is, as Mr. 


© Harris & Bwing 
PETER R. NEHEMKIS, JR. 
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‘‘Investment banking, with relatively few exceptions, is not geared up to 
handle small security issues; nor can our New York banking houses be ex- 
pected to service the needs of small local enterprises. We are, therefore, con- 
fronted with an anomalous situation: while our national economic welfare is 
intimately tied up with the welfare of small business, our national financial 
machinery is, as Mr. Justice Douglas once observed, ‘geared almost exclu- 
sively to large business,’ ’’ says Mr. Nehemkis in this article which formed 
a portion of his recent address before the Junior Board of Commerce. 


Justice Douglas once observed, “geared 
almost exclusively to large business.” 
Parenthetically, I may say that it is 
in this very field of small business, 
which is so lacking in capital, that 
there exists a vast potential market for 
the machinery, fixtures, and cquipment 
output of “heavy” industries. It is to 
the detriment of big business itself that 
this large market should be allowed 
very much longer to continue to lack 
capital and hence buying power. Con- 


sider the sales possibilities involved in 
a million or a million and a half small 
establishments with various conditions 
of under-depreciation and obsolescence: 
one wonders why big business has not 
itself placed a greater volume of money 


into this sector, or has not lent active 
support to the establishment of a bank- 
ing machinery which would fulfill this 
need. 


Credit Needs 


Turning to the credit needs of small 
business, our experience (as well as 
that of other students of the problem) 
has been that commercial banks gen- 
erally regard loans for more than one 
year as “capital loans.” They are, on 
the whole reluctant to use their de- 
positors’ money for the making of capi- 
tal loans. Thus the small businessman, 
when he is able to obtain bank credit 
at all, must resort to the 60-90 day loan 
for his working capital requirements— 
a situation which may make for extreme 
hardship. 

As the testimony before the Tem- 
porary National Economic Committee 
discloses, a heavy proportion of the 
small businessman’s working capital is 
today being obtained from the factor, 
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the finance company, the commercial 
credit concern, and the supply house. 
The rapid growth of this type of bank- 
ing, outside of the regular banking 
field, is a comparatively recent develop- 
ment; and, I may add, it is fairly wide- 
spread. There are hundreds of these 
lending institutions of every size and 
type, large and small, whose interest 
rates and service charges run all the 
way from these which are not unduly 
excessive to those which are clearly ex- 
tortionate. These extra-banking organ- 
izations have virtually taken over the 
field of small-business financing. They, 
rather than our commercial banks, have 
developed the necessary technique and 
machinery for handling small business 
financing. 


Unregulated Credit Area 


The conclusion is inescapable that 
these new banking sources for commer- 
cial loans have grown largely because 
there has been a compelling demand 
for funds which they alone were willing 
to supply. In passing, I would point 
out that here lies an unregulated credit 
area where in many instances abuses 
prevail. Since small business must have 
capital and credit and is currently un- 
able to obtain it elsewhere, it is paying 
—and is willing to pay—a heavy price 
for the accommodation which these 
newer forms of banking provide. 

Surprisingly enough, our __ invest- 
igators found that the growth of these 
extra-banking facilities and their inva- 
sion of the traditional lending field was 
neither particularly regretted nor feared 
by the commercial banks. On the con- 
trary, bankers generally spoke com- 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


placently of these institutions. And, in 
fact, to no small degree commercial 
banks are themselves financing the 
finance companies. To an extent not 
generally appreciated, it is they who 
are providing the funds which the 
finance companies relend on the very 
collateral which was unacceptable to 
the banks in the first place. 


Trade Credit Penalties 


Another source of credit for the small 
business unit is, and will probably con- 
tinue to be, trade credit. In one com- 
munity, a sample study revealed that 
of all credits outstanding to small busi- 
ness concerns, 65 per cent were trade 
credits; 24 per cent were finance com- 
pany or other extra-banking credits; 
and 11 per cent were bank credits. Now, 
as every small businessman knows, 
trade credit is comparatively easy to 
obtain. But, as every small business- 
man likewise knows, he who becomes 
unduly indebted within his trade is 
likely to suffer penalties in the way of 
loss of freedom to buy elsewhere, as 
well as render himself subject to de- 
mand for payment at times when the 
business can least stand it. In part, it 
has been the pressing anxiety to avoid 
such consequences that has driven the 
small businessman—unable to obtain 
credit from the normal banking chan- 
nels—to the finance company. 

There has been a growing realization 
that the conditions which I have just 
described are inimical to the continued 
existence of a free and healthy econ- 
omy. During this session of Congress, 


New York City 


no less than fifteen bills designed to 
provide aid to small business were in- 
troduced, the most widely publicized 
being the Mead-Allen Bill. Whether or 
not Government will come to the aid of 
small business through the establish- 
ment of regional capital and credit 
banks, or through a method of loan in- 
surance, as advocated by Senator Mead, 
it is plain that the financial predicament 
of the small businessman cannot long 
be ignored if we are to maintain a 
healthy and competitive economic order. 


© 
AN OLD SAVINGS ACCOUNT 


OLDEST account in the Fitchburg 
(Mass.) Savings Bank, as reported in 
The Savings Banker. 
Opened Jan. 4, 1870, with de- 
posit of 
July 6, 1874, with deposit 
f 


$108.00 
This account is still in the name of the 
original depositor and there have been 
no other deposits or withdrawals. 


Total deposit 


Present balance $1.891.01 
A. H. Brown, Treasurer. 


MANAGED CURRENCY 


THOsE who scoff at a “managed” cur- 
rency might employ some of their time 
explaining just when, where and for 
how long there ever has been or ever 
will be an “unmanaged” currency.— 


Boston Globe. 
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Now Ready 


BANKING LAW JOURNAL DIGEST 
New Fifth (1939) Edition 


Annual Cumulative Pocket Supplements 
Continually Down to Date 


The New Fifth Edition of the Banking Law Journal 
Digest (first to be published since 1932) is now ready 
for delivery. 


The Fifth Edition of the Digest, a volume which 
has been familiar to bankers and banking attorneys for 
many years, contains digests of the decisions which 
have appeared in the monthly issues of the Banking 
Law Journal since the establishment of the Journal in 
1889 down to the beginning of the present year. 


These digests are grouped under 150 main headings 
arranged in alphabetical order——Acceptances, Accommo- 
dation Paper, Agents, Altered Paper, Assignments, 
Attachments, Banking, Bills, Bonds, etce In all, 
there are some 10,000 digests of decisions involving 
questions of law of banking and negotiable instru- 
ments. 


More than two thousand important banking decisions 
have been made by the courts since the Fourth Edition 
appeared in 1932. These, of course, are included in 
the New Fifth Edition. 


A new feature of the Fifth Edition will be the 
publication of annual cumulative pocket Supplements 
which will keep the Digest continually down to date. 
Each annual Supplement, as received, may be inserted 
in a pocket fixed in the inside back cover of the 
Digest, thereby becoming a part of the book. 


The new Digest contains 824 pages, including a 
Table of CasesSe The price remains at $6.50 per copy. 


The charge for the Supplements will be $2.00 per 
annum. 


THE BANKING LAW JOURNAL, 465 MAIN ST., CAMBRIDGE, MASS. 
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Reserves and Dividend Policies 


By J. Van Dyke NorMAN 
Vice-President, First National Bank, 
Louisville, Ky. 


F you will review briefly the record 
that our banking profession has 
made over the recent past as to divi- 

dend payments, I believe you will agree 
that here is matter for serious thought. 

The record proves that, in this matter 
at least, we do not know our business. 
The accompanying tables contain cer- 
tain figures taken -from the annual re- 
ports of the Comptroller of the Cur- 
rency giving the operating results of all 
national banks. The period covered is 
from July 1, 1926, through June 30, 
(936. I have chosen this period be- 
cause it embraces a complete business 
cycle, covering as it does first three 
years of prosperity, then four years of 
drastic deflation, and then three years 
of recovery, with money rates low both 
at the beginning and end of the period. 
Admittedly this was a cycle of extreme 
severity, but it nevertheless represents 
a pretty good measure by which to test 
the soundness of policy. 

As Table I shows, net additions to 
profits for all national banks during 
the ten-year period were $774,716,000. 
Dividends paid during the same period 
were $1,630,358.000. It is apparent, 
therefore, that all national banks dur- 
ing this period actually paid dividends 
of more than twice their entire profits 
after deducting losses incurred. 

If 1937 and 1938 were included and 
1927 and 1928 excluded, the ten-year 
record would be only slightly better. It 
is of course true that the years prior 
to 1933 included the figures of a large 
number of loosely managed banks that 
have since fallen by the wayside, but 
even in the fiscal years 1934 and 1935 
the total of dividends paid was greater 
than total net additions to profits. 


‘‘Over a ten-year period all 
National banks realized losses 
of 10 per cent of interest re- 
ceived on bonds, and 25 per 
cent of interest on loans. Unless 
you can prove a better record 
than the average, you cannot 
justify any less conservative re- 
serve policy than this,’’ states 
Mr. Norman in this article which 
formed a portion of his recent 
address before the Second An- 
nual Kentucky Bankers Confer- 
ence. 


Inadequate Reserves 


This is a rather shocking record. The 
banker is supposed to represent con- 
servative financial practice, the man to 
whom the community looks for sound 
financial advice. As a group we ob- 
viously have not managed our own af- 
fairs in a way that justifies such a 
reputation. Why not? 

The answer is simply that we have 
not set aside adequate reserves for losses 
before declaring dividends. There has 
been a rough rule of thumb commonly 
accepted in banking circles that it is 
proper to pay out 50 per cent of earn- 
ings in dividends, retaining the rest in 
capital funds to provide for growth of 
business. As we have just seen, the 
ten year record of all national banks 
shows that over 200 per cent of earn- 
ings was distributed, and yet in each 
of these years net operating earnings 
before losses have been well above divi- 
dend payments. For the 1927-36 cycle 
total dividend payments were only 59 
per cent of total net operating earnings, 
not much above the traditional 50 per 
cent. It is obvious, therefore, that we 
must look to inadequate reserves for 
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TABLE I 
Net Additions to Profits, and Divi- 
dends Paid All National Banks 
—Years Ended June 30 
(000 omitted) 


Net Additions Dividends 
to Profits Paid 
$252,319 $180,753 

270,158 205,358 
301,804 222,672 
246,261 237,029 
52,541 211,301 
139,780 169,155 
218,384 99,146 

d 303,546 75,848 
71,372 103,417 
241,971 125,679 


1,630,358 
286,561 153,475 
208,423 143,740 

“Net Additions to Profits” includes, 
in addition to current earnings after 
depreciation on physical assets, profits 
and recoveries on bonds and loans, 
and losses and depreciation on bonds 
and loans. 


Ten year total 774,716 


1937 


losses to find the explanation of the ex- 
travagance in dividend disbursements 
which was undoubtedly a prime factor 
in bringing about many bank failures. 


Bond and Loan Records 


Both bond account and loan account 
contributed substantial losses over the 
1927-36 period. Table II shows that 
for this period all national banks had 
a net loss realized on bonds and secu- 
rities of 0.43 per cent of the average an- 
nual investment in bonds and securities, 
including U. S. Governments. The av- 
erage interest rate earned on bonds and 
securities over the period was 3.71 per 
cent. The average principal loss was, 
therefore, over 10 per cent. of interest 
earned. Here, again, if 1937 and 1938 
were included and 1927 and 1928 ex- 
cluded, the results would be improved 
slightly, but not enough to change the 
conclusions materially. 

The loan account shows a similar 
record. Table II shows that in the 
same period net loss on loans for all 
national banks was 1.35 per cent of the 
average investment therein. There was 
no single year between 1927 and 1936 
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in which net losses were not at least 
0.40 per cent of the loan portfolio, 
though we can be encouraged that in 
the 1938 fiscal year this figure fell to 
0.33 per cent. For the ten-year period 
interest earned on the loan portfolio 
averaged 5.58 per cent, so that average 
net losses were just under 25 per cent 
of interest earned. In 1937 and 1938 
there was marked improvement in this 
respect, with losses on loans running 
13 per cent and 7 per cent of the inter- 
est earned respectively. 

So much for the record. What are 
we to learn from it that will help us in 
shaping dividend policies today? 

All of what I shall have to say on 
this point is based upon the assumption 
of adequate capital funds. A bank 
must of course have sufficient capital, 
surplus, and undivided profits to sup- 
port its volume of deposits before any 
dividend payment at all can be consid- 
ered. Unless this is the case, so that 
the loan and investment accounts rest 
upon an adequate cushion of capital. 
all earnings must obviously be accumu- 
lated to augment the cushion. The dis- 
cussion therefore assumes that capital 
funds are adequate in the light of all 
factors, including character and stabil- 
ity of deposits, and character and pro- 
portions of the loan and investment 
accounts. 


Study Past Experience 


The first thing it seems to me we can 
learn from our history of operating re- 
sults and dividend payments is that 
each bank must study the record of its 
own past experience in respect to losses 
on loans and investments, as well as 
the average record of banks in the na- 
tion, to get some idea of what should 
be placed in the reserve account in or- 
der to be reasonably sure of taking care 
of losses. Not until this requirement 
is met can a sound dividend policy be 
formulated. How many of you, I won- 
der, would like to set aside in reserves 
for losses, in addition to all profits 
taken on bonds and recoveries on loans. 
10 per cent of all interest received on 
bonds and 25 per cent of all interest 
received on loans? 
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To most of you I’m sure this would 
seem very drastic. Undoubtedly it is 
overly drastic in many individual cases. 
But the record seems to place the bur- 
den of proof on each bank to show that 
it is overly drastic in its particular case. 
In other words, unless the officers of a 
bank can show from the record a per- 
formance in preventing losses over a 
period of time superior to the average 
of all banks, how can they be justified 
in following any less conservative re- 
serve policy than that which we have 
seen would have been necessary to bring 
all national banks out whole over the 
period of a business cycle? The ex- 
perience of a bank over a business cycle 
is perhaps the best guide as to what 
reserve policies are necessary for it. 
Such experience provides the best test 
of competency of management, and is, 
is Patrick Henry said, the only lamp 
by which our feet may be guided. 

The position of a bank director is, 
as events of the past ten years have 
proved, a very responsible and not an 
easy one. Is it fair to a board of di- 
rectors to charge them with the respon- 
sibility of declaring dividends without 
having available a study of the record 
as to losses which will enable them to 
feel reasonably sure that the apparent 
earnings are really available for divi- 


dends? I believe if I were a bank di- 
rector I should require such a study to 
be made in my bank, and even if the 
directors do not make this requirement, 
then it would seem clearly a part of the 
duties of the officers of the bank to be 
able to support their earnings statement 
with a demonstration from the record 
that their reserve policies are adequate. 


Other Factors 


There are of course numerous other 
factors entering into the determination 
of reserves and dividend policy beside 
the one of historical performance. This 
is true with reference to reserves for 
losses on both bonds and loans, but 
particularly on bonds. The reserve 
reasonably necessary to protect a bond 
account will vary with the make-up of 
the account. It is obvious, for example, 
that government bonds require less re- 
serve than corporation bonds, that short 
maturities will have less price fluctua- 
tion than long maturities, and that high 
grade municipal and corporate bonds 
need less reserve than low grade ones. 
J. Harvie Wilkinson, in his valuable 
book “Investment Policies for Commer- 
cial Banks,” discussing the question of 
investment account reserves, prescribes 
what seems to be an overly conservative 


TABLE II 


Profits and Losses on Securities 
(includes charge-offs and recoveries) 


All National Banks—Years Ended June 30 


U. S. Govt. and 

Other Securities Losses Profits 
$6,393,218 $27,579 $61,544 +$33,965 
7,147,448 29,191 66,657 +37,466 
6,656,535 43,458 52,913 545 
6,888,171 61,371 48,926 12,445 
7,674,837 119,294 59,692 59,602 
7,196,652 201,848 34,390 167,458 
7,371,631 236,557 51,515 185,042 
9,348,553 241,789 93,580 148,209 
10,716,386 136,743 156,645 +19,902 
12,482,625 93,531 +128,691 


Percentage 
Net Loss of Investment 


Ten year total .. $81,876,056 
Average loss on annual investment 


12,116,287 198,066 
11,644,276 106,002 
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TABLE III 


Losses and Recoveries on Loans 
All National Banks—Years Ended June 30 


Total 
Loans and Discounts 

$13,955,696 
15,144,995 
14,801,130 
14,887,752 
13,177,485 
10,281,676 
8,116,972 
7,694,749 


Percentage 


Losses of Investment 


$86,512 

92,106 

86,815 
103,817 
186,864 
259,478 
231,420 
379,294 


Net Loss 
$67,629 
72,587 
68,666 
88,137 
170,258 
242,725 
214,291 
352,990 


Recoveries 
$18,883 
19,519 
18,149 
15,680 
16,606 
16,753 
17,129 
26,304 


7,365,226 
7,759,149 


Ten .$113,184,830 


Average loss on annual investment 
8,807,782 
8,330,568 


year total. 


course. He argues that, since the 
Standard Statistics average of forty-five 
high-grade corporate bonds declined by 
25 per cent from 1928 to the bottom of 
the great depression, and since the av- 
erage of all listed bonds dropped 40 
per cent, a reserve of 25 per cent 
against the investment account should 
be provided in order to maintain capi- 
tal unimpaired under all eventualities. 

I feel that a reserve of this size is 
unnecessarily large in the average case. 
The accumulation of a reserve against 
losses in the loan account is not predi- 
cated upon the need for a cushion big 
enough to absorb all losses on loans in 
the event that the entire loan account 
had to be liquidated at once, but is 
rather designed to take care of losses 
as they are realized in the course of 
continuous operation of the bank. It 
would seem that under modern banking 
conditions this theory is reasonable, and 
that the investment account is likewise 
to be regarded as a continuing opera- 
tion. If so, the reserve against the in- 
vestment account should likewise be de- 
signed primarily to be sure to cover 
losses as they are realized through sale 
or default of bonds, rather than to cover 
all conceivable price fluctuations. The 
best protection against the latter is 
rather to limit the size of the investment 
account to a conservative ratio to capi- 
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188,237 
155,026 


111,000 
66,203 


32,341 
64,197 


155,896 
90,829 


1,524,008 


tal funds, and to maintain investment 
quality with all possible vigilance. 


‘‘Adequate’’ Reserves 


In 1938 the first general ruling by 
supervisory authorities dealing with re- 
serves in the investment account was 
issued. This took the form of a state- 
ment in the revised rules for bank ex- 
amination procedure announced jointly 
by the four supervisory agencies as fol- 
lows: “Until losses have been written 
off and adequate reserves established, 
the use of profits from the sale of se- 
curities for any purpose other than these 
will not be approved.” 

This is fine as far as it goes, but how 
far does it go? What constitutes “ade- 
quate” reserves in the meaning of the 
regulations? I have as yet seen no 
light thrown on this point by anyone 
connected with the various supervisory 
authorities, and I have found that the 
examiners I have talked to have been 
very noncommittal indeed on the sub- 
iect. If it means that a bank whose 
bond account does not actually show a 
loss in appraised value from book value 
can go ahead and put profits taken on 
the sale of securities into undivided 
profits, then I say it does not go far 
enough. We have seen that for the 
banking system as a whole, security 
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profits are illusory. Is it not then sheer 
folly to take security profits into the 
undivided profits account? This has 
been done by a good many banks, in- 
cluding some of the largest, even in the 
last two or three years, when it might 
be hoped a more enlightened attitude 
would prevail. 

In summary, it would appear that 
there is no official definition of what 
constitutes an adequate reserve for 
losses. The figures I have given you 
are an attempt to show what actually 
would have been adequate historically. 
These figures of course apply to the 
banking system as a whole, and I am 
not attempting to prescribe a standard 
of adequate reserve policy for each in- 
vidual bank. Because of the wide 
difference in individual situations I 
don’t believe there is any such thing. 
3ut,—and this is the important point, 
—each of you can determine from your 
own records what would have been ade- 
quate for your own bank. We have 
seen that over a ten-year period all na- 
tional banks realized losses of 10 per 
cent of interest received on bonds and 
25 per cent of interest on loans. Un- 


less you can prove a better record than 
the average, you cannot justify any less 


conservative reserve policy than this. 


® 


DEPOSITS AND GOOD WILL 


“BECAUSE of the abundance of funds 
in their institutions, bankers are in- 
clined to be complacent today about 
withdrawals of savings and time depos- 
its. There may well come a day com- 
parable to those of not so many years 
ago when bankers would be willing to 
bid high for the funds they now let be 
withdrawn rather than pay for their 
use. 

“In isolated cases, where the assess- 
ment of service charges has reached the 
ridiculous point of levying fees for day 
or night parking, there is real danger 
that outraged customers will turn to the 
more inexpensive free parking places 
that mattresses and tin cans provide. 

“Goodwill is a priceless banking asset. 
Its retention is well worth some small 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 

International Bldg., Rockefeller Center 
BrooKLyNn Court Street 
BALTIMORE... Baltimore Life Building 
CuHIcaco. ....30 North Michigan Avenue 
CLEVELAND Leader Building 
DeEtROIT David Whitney Building 
PHILADELPHIA 226 S. 15th Street 
PITTSBURGH ... Grant Building 
WASHINGTON . 115 Connecticut Avenue 


outlay in times like these in order to 
insure that it shall be ours when we 
move into a seller’s market.”—Leo T. 


Crowley. 


WHAT THE BANKER MUST HAVE 


We like to think of the centuries of 
tradition behind our profession: con- 
fidence, conservative management, 
safety, power to guide, counsel, and 
protect. We must retain all of these. 
We must retain all of these and more 
—we must have the character to with- 
stand temptation to violate any one of 
them. But in this changed day, with 
added duties so numerous and too well 
known to enumerate, we must have one 
more thing if we are to continue to 
serve, and that is adequate compensa- 
tion for our service. What is adequate 
compensation? How few of us know 
because we do not know our cost of 
doing business.—John H. Evans, vice- 
president and trust officer, McDowell 
National Bank, Sharon, Pa. 
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SMALL LOAN LESSONS 


By Marin E. Lercu 


Public Relations Representative, 
Household Finance Corporation, 
Albany, N. Y. 


PROPER understanding of any 
business, development or move- 
ment requires an acquaintance 

with its historical background, and this 
is strikingly true of the small loan busi- 
ness. Yet there is good reason to con- 
clude that bankers, although they have 
gone into the small loan business in 
increasing numbers, have neglected this 
history and therefore are unaware of 
an important lesson it teaches. 

As a business, the lending of small 
sums to consumers is comparatively 
new and many people still fail to see 
any justification for lending money ex- 
cept for so-called “productive” pur- 
poses. Since banks have entered the 
small loan field, knowledge of its back- 
ground becomes essential to the banker 
if for no other reason than that he may 
be called upon to defend this departure 
from the traditional. 

Merely to answer that it provides an 
outlet for idle capital is not likely to 
satisfy either himself or the interrogator. 
The banker must be able to overcome 
prejudices by explaining the need for 
small loans and the reasons why com- 
mercial banks are justified in making 
them. 

It was not until a few years after 
the Civil War that an organized small 
loan business made its appearance in 
the United States. Prior to that time 
the conditions of life were such that 
there was little or no need for a small! 
loan service, at least not on a commer- 
cial scale. 

People in the pre-Civil War days were 
largely self-sufficient. “As late as 1850,” 
one historian says, “the bulk of the 
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‘‘Although borrowers may be 
told that the true interest rate 
on an installment loan is much 
higher than the discount rate, 
inevitably there are many 
people who get the impression 
that a personal loan from a 
bank costs only 5 or 6 per cent 
a year, simple interest. It is 
not surprising that these people 
react unfavorably when they 
learn otherwise, probably from 
someone none too sympathetic 
toward banks.’’ 


general manufacturing was carried on 
in the shop’ or household by the labo: 
of the family or individual proprietors. 
and as late as 1880 agriculture was stili 
the principal source of wealth.”* Since 
the Civil War the outstanding feature 
of American development has been the 
growth of manufacturing, the historian 
points out. “The Civil War,” he states. 
“did not produce the Industrial Revolu- 
tion in America, but it so accentuated 
the speed of the manufacturing de- 
velopment that it may be said to have 
inaugurated a new era.” 

A new era it was indeed. Giant fac- 
tories sprang up and cities grew phe- 
nomenally. The individual workman 
no longer did his work at home with 
the help of his family. and the small 
shops disappeared. As division of labor 
became more minute the individual lost 
his ability to turn out a complete prod- 
uct suitable for sale or barter; when 
the plant shut down it meant idleness 
for the employes and stoppage of in- 
come. And in cities, of course, there 

‘Harold Underwood Faulkner, Economic 
History of the United States. Macmillan. 
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was no room for a garden, a cow or 


chickens that would help supply food- 


. stuffs, 


Dependence on the pay check was 
complete for the urban resident. It was 
the source of all necessities and lux- 
uries, and if the succession of pay 
checks was interrupted or some un- 
usual expenditures were required there 
was sure to be trouble unless money 
had been saved for the rainy day. The 
majority of wage earning families in the 
1880’s and 1890’s, even as today, did 
not accumulate large savings, and when 
emergencies occurred they often had to 
borrow money in order to escape 
suffering. 

Banks had all they could do to handle 
the loans demanded by an expanding 
business economy, and the wage earner 
neither was invited nor thought to seek 
a bank loan at a time of need. The 
laws did not recognize that a new class 
o! borrower was arising, so the old 
usury statutes stood as a barrier to the 
higher charges necessary if money was 
to be lent legally in small amounts to 
consumers. 


Start of the Loan Shark 


Thus it was that the loan shark came 
to get a strangle hold that was exceed- 
ingly hard to break and in some states 
has not yet been broken. Lenders who 
were willing to evade and ignore the 
usury laws were the first to meet the 
insistent and growing demand for small 
loans, and soon they had developed a 
flourishing business. Because borrow- 


ers usually were desperate, and because 
the business was conducted in defiance 
of the law, illegal lenders were in a 
position to charge exorbitant rates of 





‘‘The propriety of making loans to consumers is hardly open to debate. 


interest, usually 10 to 20 per cent a 
month, at least. 

Various efforts to end the loan shark 
evil, consisting mainly of attempts to 
enforce the usury laws, were in vain. 
Remedial loan societies operating on 
semi-philanthropic capital were helpful, 
but there wasn’t enough of this sort 
of capital to make more than a slight 
impression. The loan sharks continued 
to reap a rich harvest. 

Progress toward a solution came with 
the realization that only commercial 
capital could supply the demand for 
small loans and that this capital could 
be obtained from legitimate sources . 
only by authorizing interest charges 
sufficient to leave a profit after covering 
the heavy expense of dealing in small 
sums. 


Uniform Small Loan Law 


In 1916 the Russell Sage Foundation, 
after some eight or nine years of study 
and research, drafted a uniform small 
loan law which became the model for 
small loan legislation now on the books 
of thirty-two states. Several years 
earlier the first credit union and the 
first industrial bank had been organized. 

In states where adequate small loan 
laws were enacted the loan sharks were 
routed. The penalties of the new law 
and the competition of lenders operat- 
ing under legal sanction and at rates 
only a fraction of the loan sharks’ low- 
est charges were too much for the illegal 
lenders. Most of them moved elsewhere 
or folded up, although a few turned 
legitimate and applied for state licenses. 
The small loan laws succeeded where 
the prohibitory usury laws had failed. 

The propriety of making loans to 






A crisis involving a heavy demand for cash may threaten the welfare and 
happiness of a family if the cash is not obtained without delay. What differ- 
ence does it make if the family’ has been careless of its finances in the past; 
here is a serious situation that has to be met. The choice is between borrow- 
ing and begging, and who will defend a resort to charity when credit is 


available? 
consumers.’’ 
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The banker has no need to apologize for making loans to 


consumers is hardly open to debate. A 
crisis involving a heavy demand for 
cash may threaten the welfare and 
happiness of a family if the cash is not 
obtained without delay. What differ- 
ence does it make if the family has been 
careless of its finances in the past; here 
is a serious situation that has to be 
met. The choice is between borrowing 
and begging, and who will defend a 
resort to charity when credit is avail- 
able? The banker has no need to 
apologize for making loans to con- 
sumers. 

There’s another angle from which the 
small loan business should be ap- 
praised, namely, the relationship — be- 
tween the various lending agencies. The 
credit union, the’ bank personal loan 
department and the licensed small loan 
company have much in common, but 
they are also very much unlike in im- 
portant respects. 

Banks don’t lend their own money 
but the funds of depositors. Because 


they can’t afford to take chances with 
other people’s money, the banks en- 
deavor to protect themselves on small 
lodns by demanding co-signers who 
must pay if the borrower fails to do so. 


The industrial or “Morris Plan” banks 
follow the same practice. 

Credit unions are distinctive because 
they lend only to their own members. 
Risk is minimized, of course, because 
the credit committee has little difficulty 
in weeding out the undesirable appli- 
cants. Nevertheless, when a loan is for 
$50 or more, collateral is demanded or 
the endorsements of other members 
reauired. 

Licensed small loan companies lend 
mainly on the borrower’s own signa- 
ture. In the majority of cases thev 
require a chattel mortgage on household 
furniture, but this is done because the 
mortgage acts as a strong incentive for 
repayment and not for the sake of the 
security. Often the value of the furni- 
ture is substantially less than the 
amount of the loan. 

Since repayment of the loan must be 
made out of future earnings of the bor- 
rower and not from the security, 
each borrower must be _ investigated 
thoroughly, especially with respect to 


ability to repay. Consequently the 
licensed lender’s costs are relatively 
heavy and his charge must be higher 
than that of the credit union or the per- 
sonal loan department. 


Getting back to the statement that 
bankers in neglecting small loan his- 
tory have missed an important lesson, 
the point is this: Rates charged for 
small loans should be stated clearly and 
unequivocally. 

A cardinal point of the uniform 
small loan law under which licensed 
small loan companies operate is that 
the charge for a loan must be stated as 
an all-inclusive monthly percentage of 
the unpaid principal balances. This 
provision was adopted for the protec- 
tion of borrowers and was necessary 
because of the numerous devices used 
by lenders to disguise their rates. No 
feature of the uniform law has been 


‘more effective than this one in winning 


support for the measure, The usual © 
credit union practice also is to quote 
an all-inclusive monthly charge on 
unpaid balances. 


When banks began to open persona! 
loan departments they proceeded to dis- 
count their charges as had always beer: 
done with commercial loans, despite th« 
fact that the discount rate is not even 
close to the true simple interest  rat« 
when a loan is repaid in installments. 
Six per cent discount on a loan repaid 
in twelve equal monthly installments 
approximates 12° per cent simpl: 
interest. 

Although borrowers may be told thai 
the true interest rate on an installment 
loan is much higher than the discount 
rate, inevitably there are many people 
who get the impression that a personal 
loan from a bank costs only 5 or 6 per 
cent a year. simple interest. It is not 
surprising that these people react un- 
favorably when they learn otherwise, 
probably from someone none too sym- 
pathetic toward banks. 


Considerations of good public rela- 
tions undoubtedly will exert the great- 
est pressure toward uniformity of a 
rate statement throughout the small loan 
field which informs the borrower accu- 
rately of the true rate of charge. 
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The Really Important Thing About 


THE NATIONAL CITY BANK 
OF NEW YORK 


ACH month this Bank publishes a * House 

Organ. Its pages are filled with news and 
pictures of the men and women who operate The 
National City Bank of New York. It tells about 
their promotions, their hobbies, their engage- 
ments and marriages. It pictures their babies, 
their fishing trips, picnics, games and parties. 


Why Do We Mention This? 


To remind you that a bank is not a cold, for- 
midable institution—a place of steel, bronze, 
marble and armed guards. Those details bear 
about the same relation to a bank that the walls 
of a house do to a happy home. 





The heart of this Bank and the really important 
thing about it, are its 10,000 loyal, friendly, 
warm-hearted men and women—each of them 
genuinely anxious to please and give service to 
every one of our customers. 





National City has been built through five 
wars and thirteen major depressions — 


Working with and through our Correspondent Banks, The 
National. City Bank of New York since 1812 has served 


continuously not only the world’s largest businesses but 
Establish : 3 : cae 
a a teat hundreds of thousands of small businesses and individuals. 


Branches, Affiliates and Correspondent Banks in Every 
Commercially Important City in the World 


Member Federal Deposit Insurance Corporation 


*The current issue of our House Organ “Number Eight” will be mailed to you upon request 
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Purchasing Power, Spending. 
and Banking Liquidity 


By Witrorp J. ErrEMAN 


HEN one produces something of 

value that can be exchanged for 

something else of value, he creates 
purchasing power. The quantity of 
purchasing power created in such a case 
depends upon the quantity of goods in 
general which the produced article will 
command in trade. If the newly pro- 
duced good is “swapped” for another 
good and that other good is consumed, 
purchasing power has been created and 
destroyed without giving birth - to 
money. It is more usual, however, for 
producers to deliver their products to 
other individuals for consumption and 
to take in exchange not consumable ob- 
jects but rights to demand goods or 
services when and if they choose. Since 
one who parts with a good in this way 
expects ultimately to receive another 
good or service in return, such a trans- 
action is really only a delayed barter 
exchange. 


What Bank Assets and Liabilities 
Represent 


It follows that for every right to de- 
mand a future good there co-exists an 
obligation of someone else to deliver a 
future good. The business of record- 
ing these obligations and rights is the 
peculiar function of the banking sys- 
tem. The so-called “assets” of banks 
are in the last analysis only records 
of the obligations of debtors to deliver 
acceptable goods or services to credi- 
tors, while their liabilities are but rec- 
ords of the rights of creditors to demand 
goods or services when they please. 
This being so, it follows that the liquid- 
ity of the banking system depends upon 
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In this article, Dr. Eiteman 
sketches a theory of money and 
prices in refutation of the 
premise upon which monetary 
tinkering schemes are based. 

Dr. Eiteman is a professor in 
the Department of Economics 
and Business Administration, 
Duke University, Durham, 
North Carolina. 


the economic reality underlying its 
loans and deposits and not upon its 
portfolio of investments nor upon the 
quantity df its deposits. It will be noted 
in passing that though the obligations 
to deliver and the rights to receive refer 
to goods and services, the accounts are 
kept by the banks as if the obligations 
and rights were to deliver and to receive 
sums of money. 

When those whom the banks’ records 
list as debtors have in their possession 
the exact goods and services which 
creditors want, the banking system is 
highly liquid at current price levels. 
But when the goods which debtors hold 
are not wanted by creditors, debtors are 
unable to secure a discharge of their 
debts except as they may be able to 
force creditors to accept goods which 
they (the creditors) do not want. To 
induce creditors to take goods which 
they do not want, debtors offer larger 
than customary quantities of goods per 
dollar of debt. When these offers are 
accepted, the price level is said to have 
declined. When the offers are refused, 
debtors offer larger and larger quan- 
tities of goods until finally the reluc- 
tance of creditors is overcome. 

The reverse sometimes occurs. 


Debt- 
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Old Republic 
has pioneered in 
adapting Credit 
Life Insurance 
to banks with 
Personal Loan 
Departments, 


Or REPUBLIC has just brought out a 
unique brochure explaining its simple, practical plan of Credit Life In- 


surance as used by hundreds of commercial banks with Personal Loan 
Departments—banks of all sizes in all types of communities in 2g states 
from New York to California. The brochure also contains examples of 
the few simple forms that make the plan almost automatic in operation. 
A copy of this brochure will be sent to any bank-officer upon request. 
Address N. A. Nelson, Jr., General Manager, Old Republic Credit 
Life Insurance Company, 309 West Jackson Boulevard, Chicago, Ill. 
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*‘As long as bankers limit their financing to short-time self-liquidating 
transactions, the quantity of money in existence fluctuates passively with the 
number of uncleared barter exchanges and does not influence the price level. 
But when they take to creating money for which purchasing power does not 
exist, they cause unpredictable changes in prices and at the same time render 
the banking system less liquid. Resort to ‘legal liquidity’ at such times only 
serves to camouflage the underlying non-liquidity.’’ 


ors are allowed, by banking custom, 


three to six months in which: to liqui- 
date their debtor position on the ‘rec- 
ords. If creditors are disinclined to wait 
for deliveries, debtors take advantage of 
that impatience and offer them an im- 
mediate delivery of less goods per dol- 
lar of debt. This amounts to a rise in 
the price level. It will be observed that 
a change of.the price level comes, not 
as a result of an increase or decrease 
in the quantity of money, but from the 
impatience or reluctance of creditors to 
accept what debtors have to offer. If 
so, then it becomes obvious that schemes 
for regulating the price level by con- 
trolling the quantity of money are pre- 
destined to failure except as they have 
a psychological effect upon debtors and 
creditors. 


Liquidity Defined 


The term “liquidity” refers to the 
possibility of canceling debtor-creditor 
positions on banks’ books without dis- 
turbing the existing price level. Econo- 
mists recognize three forms of liquidity. 
The first is a liquidity based upon the 
inevitableness of human consumption. 
It exists when debtors hold moderate 
quantities of goods which creditors will 
certainly demand sooner or later, so 
that a mere passage of time is all that 
is required to make it possible for debt- 
ors to deliver to creditors and so erase 
the debtor-creditor relationship from the 
records. 


CONSOLIDATED BALANCE 


A second type of liquidity, some- 
times, called “shiftability,” exists when 
debtors hold non-consumable’ goods 


which creditors may or may not de- 


mand,,.In such cases the degree cf 
liquidity depends upon the probability 
that creditors will accept what they are 
not compelled by nature or custom to 
take ultimately. Liquidity based upoa 
shiftability has a tendency to evaporaie 
the moment it is needed. 

A third type, legal liquidity, is liquid- 
ity in appearance only, and springs into 
being when debtors (usually a gover.- 
ment) rather than creditors possess tlie 
option of specifying what goods are to 
be delivered. When debtors are given 
this option, they .sometimes offer their 
own I[.0.U.s in the form of bonds or 
non-redeemable paper notes in lieu of 
goods and erroneously assume that the 
debtor-creditor relationship is thereby 
dissolved. 

To illustrate, visualize a situation in 
which stubborn creditors of a banking 
system refuse to accept the goods held 
by debtors. Under such conditions 
prices will tend to fall as debtors try 
to stave off bankruptcy by offering 
larger and larger quantities of goods to 
creditors. Suppose now that the Gov- 
ernment enters upon a spending pro- 
gram to force prices upward and to 
“sweeten” a frozen banking situation. 
Such a program amounts to having the 
Government enter into a delayed barter 
transaction with the unemployed 


SHEET OF THE 


BANKING SYSTEM 


Assets 


Obligations of desperate debt- 

ors to deliver goods ..........$ xx 
Obligations of the Government 

to deliver goods. .. 2... 668s $ xx 


Amount 


Rights of 


Liabilities Amount 


Rights of stubborn creditors to 


MUD ONO 5 5 5S: in Scisi. bie wine Sina $ xx 
the unemployed 
creditors to demand goods ...... $ xx 
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whereby the latter agree to deliver serv- 
ices to the Government and the banking 
system records the resulting obligation 
of the Government to make a future de- 
livery and the resulting right of the un- 
employed to receive a future delivery. 
The situation at this point in the illus- 
tration may be summarized as shown in 
the table on page 222. ; 

It is clear that when the unemployed 
become creditors desperate debtors will 
be able to cancel their debtor positions 
by delivering their goods to the “un- 
employed” creditors. The advantage to 
“desperate debtors” and to “unemployed 
creditors” is. clear, but the measure does 
net contribute to an improvement of 
the fundamental liquidity of the bank- 
in: system, since “stubborn” creditors 
stil remain in their creditor position. 
Wat has really been accomplished is 
(1) a clearance of the market of debt- 
or: goods, (2) a substitution of a non- 
productive government for the desperate 
debtors, and (3) a freezing of the bank- 
ing system, some believe, beyond the 
possibility of thawing. 

Somewhat the same result might 
have been accomplished in another 
manner. The Government could have 
discounted the non-liquid notes of the 
desperate debtors and so removed the 
pressure on them to liquidate their ob- 
ligations. But unless such a move in 
some wav makes stubborn creditors 
more willing to accept the goods of 
debtors, it accomplishes nothing other 
than to postpone the necessity of solv- 
ing a really serious problem. 

Thus, in conclusion, we note that the 
act of production creates purchasing 
power, the act of consumption destroys 
it, the occurrence of a delayed barter 
exchange gives rise to a bank record 
which causes real purchasing power to 
appear for a time as a “bank deposit” 
or “money.” As long as bankers limit 
their: financing to short-time _ self- 
liquidating transactions, the quantity of 
money in existence fluctuates passively 
with the number of uncleared barter 
exchanges and does not influence the 
price level. But when they take to 
creating money for which purchasing 
power does not exist, they cause un- 
predictable changes in prices and at 


BANKERS’ 
CONVENTIONS 


The Ambassador has been host 
(and a successful one) to many 
conventions and meetings of 
bankers. Combining perfect 
facilities with the services of an 
able, attentive convention staff, 
there is little wonder that the 
Ambassador is such a perennial 
favorite. Why not write to us 
now about your next meeting— 
no matter how large or small. 
Address William Hamilton, 
Managing Director, or H. E. 
Baggs, Convention Manager. 


The 
Ambassador 


IN ATLANTIC CITY 
WILLIAM HAMILTON 
Managing Director 


the same time render the banking sys- 
tem less liquid. Resort to “legal 
liquidity” at such times only serves to 
camouflage the underlying non-liquidity. 


© 
GOVERNMENT LENDING AGENCIES 


Suppose Government lending agencies, 
free from the influences of competition 
and local responsibility are substituted 
for the 15,000 locally-owned community 
banks, responsible to the people of their 


communities, which constitute the 
American banking system. What a 
bureaucracy that would make. The ad- 
ministration of credit would become a 
Government service and the function of 
credit extension would inevitably be 
made to serve the interests and the pro- 
gram of the party in power at the mo- 
ment.—Philip A. Benson, president, 
American Bankers Association. 
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Be Frank with Your Customers 


By Leo T. CrowLey 


Chairman, Federal Deposit Insurance 
Corporation 


ARDLY a day passes now without 
a solemn pronouncement by some 
member of our national or state 
legislatures to the effect that business 
is being hamstrung and our credit struc- 
ture wrung dry by the ruthless attitude 
of bank examiners with respect to bank 
loans. Case after case is cited where a 
banker has told an applicant for credit 
that he would like very much to extend 
the loan, but that the bank examiner 
had expressly forbidden his making that 
particular type of loan. 

Now this technique of easing out un- 
desirable loan applicants is undoubt- 
edly the line of least resistance for 
bankers, but it is evidently being used 
so often that its folly has come to be 
overlooked, and it is treated with the 
seriousness of gospel truth that frequent 
repetition lends to so many legends. 

It is not merely to encourage a more 
honest handling of the necessary re- 
fusals by bankers, and not merely to 
clear the record that I propose to state 
the true case, though these are worthy 
objectives. My principal motive is to 
urge the right of an applicant to the 
real reason that his application is re- 
fused. Correct and constructive exposi- 
tion by a banker of the particular fac- 
tors that determine his decision with re- 
spect to applications that are declined 
can often help an applicant to, set his 
affairs in order so that a new applica- 
tion can be accepted, to the mutual ad- 
vantage of both borrower and bank. 


Supervisor Does Not Make Bank 
Loans 


At any rate, these are the facts. The 
bank supervisor is not and should not 


‘‘Every time a banker blames 
on the supervisor his refusal of 
a loan application he indicts and 
disavows the very powers of 
judgment and decision which are 
supposed to fit him for the job 
he holds. It is true that super- 
visors influence in a general way 
the loan policies of each bank, 
but the banker—if he knows his 
business—knows whether the ex- 
aminer’s criticisms and sugges- 
tions are justified and retains 
responsibility for decision on 
the merits of each loan applica- 
tion. I ask only that you be as 
honest with your customers as 
you are with yourselves,’’ urges 
Mr. Crowley in this portion of 
a recent address. 


be the bank manager. It is in no sense 
the supervisor’s responsibility to decide 
whether a bank shall make or shall de- 
cline a certain loan. The supervisor is 
not empowered to commend because cer- 
tain loans are made or to spank because 
others are refused. His function is 
simply to take the bank as he finds it 
as of the date of examination, to ap- 
praise the assets the bank then holds, 
and to report trends and violations of 
law. Legal provisions do limit the ex- 
tent to which banks may extend ‘special 
types of credit. But with respect to the 
other credit extensions, the supervisor 
can never make categorical prohibitions 
and can make specific criticisms only 
after the extension has been granted. 
The lending function is solely the 
privilege and duty of the officers and 
directors of each bank. The directors 
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determine general credit policies and 
employ to administer the policies offi- 
cers who presumably are chosen and 
paid on the basis of their knowledge 
of credits, their ability to judge risks, 
and their knowledge -of the bank’s trade 
area and the assets the bank possesses. 
Every time a banker blames on the 
supervisor his refusal of a loan applica- 
tion he indicts and disavows the very 
powers of judgment and decision which 
are supposed to fit him for the job he 
holds. It is true that supervisors in- 
fluence in a general way the loan poli- 
cies of each bank, but the banker—if he 
knows his business—knows whether the 
examiner’s criticisms and suggestions 
are justified and retains responsibility 
fur decision on the merits of each loan 
aplication, I ask only that you be as 
honest with your customers as you are 
with yourselves, 


I speak in this vein not because I 
believe the banking system is failing to 
perform its intended function as a sup- 
plier of credit; I am one of the few 
who believe that most banks exhaus- 
tively consider every application for 
credit that comes to them and grant de- 
serving applications. My remarks are 
intended to urge that the banking sys- 
tem should by now be near enough full- 
grown to stand on its own feet and to 
stop running for the apron-strings of 
supervision when any of its decisions is 
criticized. I am not unmindful that 
supervisors, too, have a definite respon- 
sibility in connection with the formula- 
tion of general loan policies. We will 
try always to meet that responsibility in 
the best interests of the public and the 
banks, and I, at least, will not use the 
banker as a shield for whatever dis- 
tasteful decisions I must make. 


Savings 
LL bankers are acquainted with the problem 
and A now presenting itself with respect to Federal 
L Savings and Loan Associations. The National 
oan Association of Supervisors of State Banks believes 
* that these associations have already expanded be- 
| Suggestions yond the needs of the public and threaten to create 
sense again in this country the over-banked conditions 
ecide which caused many of our troubles of recent 


I de- By years. There are many abuses which should be 


jor 16 corrected. 
2 cer- 


cause 


Atvan Macautey, Jr. ; : 
Retiring State Banking Our executive committee has gone on record 
a i Commissioner of in a resolution recommending that the chartering 
a. Michigan and supervisory functions of the Federal Home 
> ap Loan Bank Board, with respect to Federal Savings 
olds, and Loan Associations, be transferred to the 
ns of Comptroller of the Currency or some other bank 
ie ex: supervisory agency; that provision be made that 
yecial | no charters for such associations be issued in the 
o the future until written consent thereto has been ob- 
ineped tained from the bank supervisory authority of the 
spared state in which any such association is to be formed; 

and that the management of the Federal Savings 

and Loan Insurance Corporation be vested in the 

Board of Directors of the Federal Deposit Insur- 
sctors ance Corporation. 


, 1939 
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CREDIT UNION COMPETITION 


By Frank P. Powers 


Kanabec State Bank, 
Mora, Minn. 


President, 


REDIT unions are often called the 
“People’s Codperative Bank,” and 
are referred to by many -people 

as “Baby Banks.” Credit unions char- 
tered by the various states are organized 
with definite membership limitations in 
accordance with the provisions of the 
laws of the state. Most of my observa- 
tions are based upon facts and figures 
concerning credit unions in Minnesota 
and my remarks will be confined 
largely to the operations of these in- 
stitutions in our state. 

The first credit union organized in 
the United States was chartered in 1909 
-in New Hampshire and the first credit 
union in Minnesota was organized in 
July, 1925. There are now over 6,000 
institutions of this nature in the United 
States, and we have more than 335 in 
‘Minnesota with over 55,000 members 
and total assets of approximately $6,- 
000,000. 


Progress of Movement 


It is readily seen that the credit union « 


is not a new creation and has consid- 
erable history in connection with it. In 
large industrial centers there is a defi- 
nite place for institutions of this nature, 
particularly in plants where there are 
a large number of employes who are 
given an opportunity to pool their re- 
sources and make credit available to 
fellow workers in need of small-sums 
_of credit. This movement has _pro- 
gressed, however, so that the member- 
ship limitations are not restricted as 
they were originally intended to be, and 
charters are now being granted for 
credit unions in practically every com- 
munity in our state. 
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“It is easily seen that al- 
though credit unions originally 
were organized to serve a limited 
field and a definite purpose, they 
now aim to serve every financial 
need in the communities wherein 
they are located, and this pro- 
gram, we can readily under- 
stand, interferes very materially 
with the earnings of local 
banks,’’ states Mr. Powers in 
the accompanying article which 
formed the basis of his recent 
address before the Central 
States Conference in Detroit. 
While devoted mainly to condi- 
tions in his own state, Mr. 
Powers’ observations provide 
food ‘for thought for bankers 
throughout the country. 


The coéperative institutions, prin- 
cipally the creameries and oil associa- 
tions, are promoting the organization of 
credit unions in connection with their 
own institutions, and in Minnesota some 
of the church groups are also very ac- 
tive in promoting these institutions. 
Locse Supervision and Lack of 

Limitation 

In 1934 Congress enacted the Federal 
Credit Union Law, and during the past 
five years over 3,000 Federal Credit 
Unions have been organized. In Min- 
nesota the law provides for supervision 
by the Commissioner of Banks, who 
makes an annual examination, and the 
local units make an annual report on 
December 31 of each year. This super- 
vision, however, is not strict in any 
sense of the word as is the case with 
regular banking institutions. 

Throughout the rural districts, the 
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credit unions just recently have proven 
to be a decided factor in the field of 
bank competition. When they were 
originally organized their sponsors 
claimed that the necessity for having 
such institutions was principally so 
their members might be able to obtain 
credit in small amounts enabling them 
to pay their local bills promptly, and 
insisted that in most instances these 
small loans could not be secured at a 
local bank. However, it is generally 
admitted that rural banks in Minnesota 
are perfectly willing to make such loans 
t- worthy borrowers, and I know from 
e- perience that the size of a loan is im- 
material so far as the granting of such 
credit is concerned. However, recently 
many of these institutions have taken 
definite steps to solicit larger loans, 
particularly those for the purpose of 
purchasing automobiles and _ other 
ecuipment that ordinarily is financed 
o the installment plan. 


Competitive Facilities 


The maximum rate of interest 
charged by credit unions in Minnesota 
is | per cent per month on the unpaid 
balance, but most of these institutions 
operating in rural communities are 
charging much less than the maximum 
rate. 

It is easily seen that although credit 
unions originally were organized to 
serve a limited field and a definite pur- 
pose, they now aim to serve every finan- 
cial need in the communities wherein 
they are located and this program, we 


can readily understand, interferes very. 


materially with the earnings of local 
banks. 

In our state, these institutions are not 
obliged to pay any taxes whatsoever, 
and where they are chartered and op- 
erated in connection with local co- 
operatives they are not as a rule obliged 
to pay any rent and have practically 
no overhead. Usually one of the em- 
ployes of the codperative acts as secre- 
tary-treasurer and performs all of the 
work in connection with their operation. 

Most bankers can readily understand 
that a goodly share of the general pub- 


lic, particularly the borrowers, are al- 
ways anxious to have additional loaning 
agencies set up in their respective com- 
munities and one of the principal rea- 
sons why banking has-been unprofitable 
in the past is because we had too many 
chartered banks and the competition 
among these banks, particularly in mak- 
ing unsound loans was largely respon- 
sible for the weeding-out of many char- 
tered institutions in the past. 

The attitude of the Banking and Cur- 
rency Committee of the House in Con- 
gress recently clearly demonstrated at 
its hearings in connection with the sav- 
ings and loan association legislation 
that bankers generally have not been 
restored in the good graces of the pub- 
lic, and there is a definite trend on the 
part of some legislators for a so-called 
“third system” of banking at the present 
time. 

In our state the credit unions have 
a very efficient state-wide organization, 
and there is also a national credit union 
organization very active in promoting 
legislation favorable to the further ex- 
pansion of credit unions and also pro- 
moting the organization of unions in 
every state. Further liberalization of 
credit under union laws will constitute 
more and more competition for banks. 


Public Relations Approach 


In the final analysis it is my opinion 
we have a real job on our hands to 
properly inform the public as to the 
real facts in this connection, and I be- 
lieve the matter of cultivating better 
public relations is most important. 
Bankers’ associations and their members 
everywhere should inform the public of 
the problems our institutions have to 
contend with, particularly the matter of 
ever increasing taxes and tremendous 
overhead, which is mounting yearly. If 
our customers fully realize the services 
we are in a position to render and the 
difficulties we have to contend with, it 
is my opinion that legislation will not 
be so readily granted making it easier 
for agencies of this nature to flourish 
in the future. 
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IN WASHINGTON 


By Our WasHINGTON CORRESPONDENT 


N retrospect, it wasn’t so much what 
Congress did to banking, during the 
session which has closed, but rather 

what some influential groups in Con- 
gress, implemented by Administration 
officials, tried to do that provides both 
a warning and possibly a lesson. Or- 
ganized banking resisted some of the 
trends while dislike of some New Deal 
programs aided in defeating other 
movements. And, now that Congress 
has gone home, it is evident that the 
effort to do things to banking will be 
continued at the next session. Bills 
not actually voted on will be there for 
consideration when the national legis- 
lators come back. 


Bills Passed or Vetoed 


The measures immediately affecting 
banking processes which achieved pas- 
sage included a new trust indenture bill 
which is now a law, although not effec- 
tive for several weeks. The Securities 
and Exchange Commission is given 
jurisdiction, thereby becoming another 
Government ageucy which enters banks 
to police certain activities. 


Several weeks before adjournment 
there was eliminated the provision 
which would have required all state 
banks, having $1,000,000 or more in 
deposits, to join the Federal Reserve 
System or forfeit Federal deposit insur- 
ance. 

The dwindling number of bankers 
who have been unable to liquidate the 
loans which they made from their in- 
stitutions during the dark days of crash- 
ing stocks and bonds, were given a fur- 
ther extension. At the same time it 
was rather definitely indicated that this 


would probably be the last advance of 
the deadline. 

A somewhat similar measure, which 
would have granted at least two more 
years for interlocking bank directorates 
to continue, was vetoed in the closing 
hours of Congress. No attempt was 
made to pass the bill over the Presi- 
dent’s displeasure. 

The Federal Reserve Board, which 
had quietly helped the bill through by 
friendly explanations to banking com- 
mitteemen, extended the provision until 
February 1, 1940, by official regulation, 
just a few days before the President 
vetoed the measure. As the matter 
stands, there very apparently will be 
no further extension of time during 
which such directorates may continue. 

The Social Security Act was amended 
and has been duly signed. One pro- 
vision specifically eliminates the pro- 
vision which has held that Reserve mem- 
ber banks were exempt. Under the law, 
the first of the new year will find the 
employes of all national and state mem- 
ber banks contributors as tax payers. 
Added to the measure during the long 
weeks of conference dispute, was a simi- 
lar provision for all Federally chartered 
savings and loan associations. Em- 
ployes of these will likewise come un- 
der the act beginning January 1, 1940. 


FHLB Amendments 


A number of bills definitely pending 
high on the calendar have considerable 
interest for bankers. A hard foughi 
battle was carried on during the closing 
days over the proposed amendments to 
the Federal Home Loan Bank Act. Or- 
ganized banking officially opposed the 
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bill fearing the establishment of. a 
“third banking system.” Aithough the 
bill received a favorable report from 
the House Banking and Currency Com- 
mittee and a place on the calendar, the 
rule to’ consider was defeated. The 
Senate Banking Committee began hear- 
ings on a similar measure but dropped 
them because of adjournment plans. 


Inter-bank Deposits 


The Byrnes bill, which has to do with 
the assessment on inter-bank deposits, 
was favorably acted upon by the Senate. 
It is now technically before the House 
Banking Committee. Probably more 
rumors and plans which concern large 
and small banking organizations re- 
volved around this measure during the 
closing weeks of Congress than any 
other bill. Smaller banks were out- 
spoken in letters to their Congressmen 
asserting that if the large banks were 
to be relieved of having to pay assess- 
ments on deposits placed with them, 
then they too should be given some ad- 
vantage such as, for example, elimina- 
tion of assessment for public funds 
placed in their care. 

The battle over the fate of the Byrnes 
bill, as between the large banks and 
the smaller ones, never was brought out 
into the open. There was evidence that 
something might be done to please both 
groups of banks as, for example, a low- 
ering of the deposit assessment rate. 
The possibility of raising the maximum 
of insured deposits was also privately 
discussed. The fate of the Byrnes bill 
is now up to the next session. 

The Mead bill, embodying Govern- 
ment insured loans for “little business.” 
has also gone over, having been mainly 
overcome by the weight of discussion 
on the spend-lend measure. Organized 
banking paraded many witnesses before 
the Senate committee while waiting for 
Federal Lending Agency head Jesse 
Jones to express himself. His views, 
coming at the time they did, pushed the 
bill off the front pages. It is not dead, 
only sleeping fitfully. The possible re- 
crudescence of this proposal will de- 
pend upon business recovery. 
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Reorganization Bills 


Such measures as the Brown bill to 
merge banking agencies, and the threat- 
ened but never actually reintroduced 
Glass and Smathers bills to eliminate 
banking holding companies and exalt 
the Comptroller’s Office, were held “un- 
der blankets,” so to speak. 

The Administration’s general re- 
organization bill was passed during the 
session just closed and, although it spe- 
cifically exempted the Federal Reserve 
Board and the Federal Deposit Insur- 
ance Corporation, the Comptroller of 
the Currency remains subject to the 
President’s orders when, and if, pro- 
claimed. 

For a time it appeared probable that 
the Fair Labor Standards Act would be 
amended in a way to exempt those re- 
ceiving $200 a month or more. How- 
ever, due to inter-party disagreements 
over exemptions for certain agricultural 
workers, the wage-hour act was changed 
in no essential feature that might aid 
banking. At the same time, however, 
the legal section of Administrator An- 
drews’ force did announce that bankers 
taking professional courses would not 
be included under overtime provisions. 
Specifically, this concerns such bankers 
as attend American Institute of Bank- 
ing courses. 


Monetary Powers 


Not to be overlooked in any quick 
survey of the session just closed, it 
should be noted that the President’s 
monetary powers were continued after 
bitter debate. These powers would allow 
for further devaluation of the gold dol- 
lar and the operation of the $2,000,- 
000,000 Stabilization Fund. A regular 
audit and report on the use of the latter 
was, however, written into the act. 

The Treasury Department was given 
broader discretion over the issuance of 
short and long term obligations, but 
the Federal debt limit was not changed, 
still standing at $45,000,000,000. Con- 
gress also extended for two more years 
the period within which the Federal Re- 


serve System can issue paper currency 
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against Government bonds. This pro- 
vision has, however, never been used. 


FHA Measures 


The Federal Housing Administration 
achieved continuance early in the ses- 
sion and allowance for insured mort- 
gages to a total amount of $4,000,000,- 
000.. Other FHA provisions permit ex- 
tension of authority to insure mortgages 
on existing structures to July 1, 1941. 


On the subject of housing and related 
difficulties, the authority to increase 
the bonding limits of the United States 
Housing Authority failed to see a rule 
to consider pass, allowing the measure 
itself to go over. At the same time, 
the Home Owners’ Loan Corporatien 
was given permission to extend the 
amortization period from 15 to 25 
years. This permissive provision may, 
however, become mandatory at the next 
session, if the usual legislative trend is 


followed. 


Wagner Study 


A large number of bills, such as those 
offered by Patman, Voorhis, Logan, 
Thomas, to name but a few, are still 
alive. In order to either stimulate their 
existence or, on the contrary, to give 
them a long, unwaking slumber, is the 
resolution of Senator Wagner which 
was passed during the closing hours. 
This resolution allows $25,000 for a 
beginning study of banking and mone- 
tary problems and the relation of Gov- 
ernment agencies thereto. The Senate 
Banking and Currency Committee will 
soon begin the study which is also some- 
times called an investigation. 


Since this resolution was passed by 
the Senate, it requires no further au- 
thority and Government banking agen- 
cies, bill authors, organized banking, 
economist groups and allied bodies are 
preparing to impress upon the Senators 
their own views. Theoretically, it was 
the Federal Reserve Board which stimu- 
lated this resolution. Its annual report 
this year urged its conduct and official 
statements from board members asking 
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for such support have been rather fre- 
quent. 


Bank of America-NLRB 


Of especial concern to banking, was 
the decision of the National Labor Re- 
lations Board that the Bank of America, 
N. T. & S. A., should rehire, and pay 
the back wages, of an employe who was 
discharged by the bank. In effect, the 
NLRB asserts that all national banks, 
at least, are, by law, under its jurisdic- 
tion. The outcome of this case will be 
watched with some concern by all large 
banking houses. It will, without doubt, 
be carried through to the highest courts, 
since the Bank of America has given 
no indication that it expects to comply. 
In effect, it says that the board must 
now see if it can enforce the decision. 


In the field of deposit insurance, the 
President sent to the Senate, which lat- 
ter promptly confirmed, an extension 
for another six years of the leadership 
of Chairman Leo T. Crowley, and Re- 
publican board member Phillips Golds- 
borough. 

The Federal Deposit Insurance Cor- 
poration has made public its report for 
the first six months of this year. In 
general it is optimistic for work accom- 
plishment and bank management im- 
provement, even saying that there are 
no large unsafe banks left, although 
possibly there may be a few small ones 
remaining. 


Coming Hearings 


With Congressmen listening. to. the 
views of their constituents on. votes 
recorded on social and economic meas- 
ures, Washington will still continue to 
focus bankers’ attention for the last half 


of this year. In addition to the ‘work 
that. is being laid out for the Wagner 
Committee, the Temporary National 
Economic Committee will continue its 
investigations with announced hearings 
on insurance, savings and investments, 
among the subjects. Banking is to have 
no vacation from some form of worry 
here. 
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FEDERAL LEGISLATION PENDING 


(Note: Despite adjournment of the First 
Session of the Seventy-Sixth Congress, the 
following bills are still “alive” for consid- 
eration by the next session. They are there- 
fore summarized herewith to complete our 
reporting of legislation pending.) 


FDIC Insured Deposits of Public 
Funds 


Bill introduced by Senator George 
(Georgia) S. 2649. 

Provides for amendment of section 
12B (c) (13) of the Federal Reserve 
Act, as amended (U. S. C., title 12, 
sec. 264), to read: 

“(c) (13) The term ‘insured deposit’ 
means the net amount due any depositor 
for deposits in an insured bank after 
deducting offsets less any part thereof 
which is in excess of $5,000. Except 
in the case of deposits of trust funds 
which shall be insured as provided in 
paragraph (9), subsection (h), of this 
section and of funds of the United 
States or of any state or political sub- 
division with respect to which a cus- 
todian may be deemed a depositor (as 
provided in the next sentence hereof), 
such net amount shall be determined by 
adding together all deposits in the bank 
maintained in the same capacity and the 
same right for the benefit of the de- 
positor either in his own name or in 
the names of others. Subject to offsets, 
each custodian of funds of the United 
States or any state or political subdivi- 
sion lawfully depositing the same in an 
insured bank shall be deemed a de- 
positor in his capacity as such custodian. 
The Board of Directors may prescribe 
regulations to facilitate proof and de- 
termination of claims.” 


FHLB Act Amendment 


Bill introduced by Representative 
Steagall (Alabama) H. R. 6971. 

This is a substitute bill for H. R. 
5535 (reported in the July issue of THE 
BanKERS MacazineE) from which it 
differs only slightly. A provision has 
been added which would increase the 


‘000 in 
$100,000 limitation on the principal 


maximum period of amortization of 
HOLC loans from fifteen to twenty-five 
years. In place of first mortgages of 
any size or type of property being made 
eligible as collateral for advances by 
Federal Home Loan banks to member 
institutions, this bill provides that such 
mortgages would have to be on struc- 
tures designed principally for residen- 
tial use, and. would be limited to $100,- 
amount. It also places a 


amount of a mortgage of this class in 


‘which Federal savings and loan associa- 


tions would be permitted to invest 15 
per cent of their assets. 

Provisions contained in H. R. 5535 
which are retained in H. R. 6971 in- 
clude: Change in name of the Federal 
Savings and Loan Insurance Corpora- 
tion to Federal Savings Insurance Cor- 
poration; permitting the Insurance 
Corpcration to make payment of an in- 
sured account in a defaulted insured 
institution in any manner prescribed by 
the corporation’s board of trustees; re- 
duction of premium for insurance from 


‘one-eight to one-twelfth of 1 per cent: 


granting broader investment powers to 
Federal associations; easing of collat- 
eral requirements for loans from the 


Federal Home Loan banks. 
Interest on Demand Deposits 


Bill introduced by Representative 
Coffee (Washington) H. R. 6744. 

Provides for amendment of para- 
graph 12, section 19 of the Federal Re- 
serve Act as amended (U. S. C., 1934 
edition, Supp. IJ, title. 12, section 
37la), by striking out the words “until 
the expiration of two years after August 
23, 1935.” 

This would remove the provision 
against payment of interest by Federal 
Reserve member banks on demand de- 
posits of savings or mutual savings 
banks, or on demand deposits of public 
or trust funds if state law requires pay- 
ment of interest on such deposits. 
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ON THE WEST COAST 


By JoHNn FARNHAM 


NCE again the thirty dollar a week 
pension scheme (Ham and Eggs) 
is stirring California from San 

Diego to Mount Shasta. A_ special 
election has been called by Governor 
Olson for November 7 to decide the is- 
sue and, although the chances that this 
particular piece of nonsense will be ap- 
proved at that time are not bright, the 
mere possibility of approval is seriously 
unsettling basic business conditions. 
Thus State of California obligations 
have turned weak and, should interest 
rates reverse their present trend, West 
Coast bond dealers are inclined to the 
opinion that long and medium term 
California issues would slide off very 
fast, perhaps to a 6 per cent basis. 

But although this absurd California 
pension scheme is the current highlight 
it is really not particularly significant 
except as a symbol. Under one name 
or another the same issue is dominating 
thinking in all the western states, with 
the exception, perhaps, of Nevada and 
Utah, the Vermonts of the West. Es- 
sentially this entire pension business is 
a revival of the Populist movement, 
which nearly made Bryan President and 
which dominated the Democratic Party 
for twenty-five years or more before the 
World War. Substitute “old age se- 
curity” for “free silver” and you have 
exactly the same ingredients now as 
then—cheap money, debt devaluation, 
monetary inflation. Also you have the 
same sponsorship, which, now as then, 
consists of economic medicine men, 
debt-ridden farmers, chaos-seeking labor 
unions, political hacks and other similar 
interests. 

It took the war and the inflationary 
prosperity of the 1920’s to lay the ghost 
of Bryanism and it will take similar 
factors to quiet the present movement, 
regardless of what happens to the latest 


232 


pension panacea in California next No- 
vember. The germ of Populism will 
continue to infect the western economic 
structure until the area generates enough 
home-owned capital to finance all its 
own needs. That will be a long time 
in the future. But until then the West 
will be haunted by ever-changing 
dreams of greenback pastures. 


Public Utilities 


Up in Washington a battle of the cen- 
tury is brewing between the Public Util- 
ity Districts (public ownership) and the 
incorporated municipalities. The Pub- 
lic Utility Districts follow county lines 
and were originally designed to sponsor 
rural electrification projects. But, as 
is the way with such things, efforts have 
been made to expand them into urban 
areas through condemnation and acqui- 
sition of privately owned plants. This 
automatically removes such plants from 
the tax roles with consequent hardship 
on the municipalities involved. Mu- 
nicipally sponsored injunction and in- 
tervention suits against several Public 
Utility Districts have resulted. To date 
the courts have upheld the districts, but 
the fight is likely to go on with the 
final result unpredictable. 


Seattle Weather 


Speaking of Washington, a_ letter 
from a Boston banker to this correspond- 


ent suggests he may pass up the 
A. B. A.’s Seattle meeting because of 
the rain he fears will fall on the shores 
of Puget Sound. He was so inelegant 
as to mention something about webbed 
feet, with which he has heard the natives 
are equipped. In case others have heard 
the same story and thus hesitate to go 
to Seattle this month, here may be as 
gocd a place as any to lay the canard 
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about Seattle weather. In the first place, 
it is highly improbable that Seattle will 
have any rain-fall during the A. B. A. 
Convention. The rainy season comes 
later. In the second place, about the 
webbed feet. That story didn’t have its 
genesis in the Puget Sound climate, but 
according to local historians it became 
current during the panic of 1893. So 
hard pressed were the Seattle-ites in 
those days, it is said, that they were re- 
duced to a diet of shell fish, of which 
there was, and is, an abundance, with 
the result that their stomachs acquired 
the habit of rising and falling with the 
tide. When the folk of Los Angeles 
heard of this they garbled the version 
and invented the webbed foot yarn. At 
about the same time they decided to call 
Los Angeles rain, which is as wet as 
any that ever fell, by the more euphoni- 
ous name of mist. 


Wells Fargo Fair Exhibit 


The Wells Fargo Bank and Trust 
Company has started publication of an 
employes’ journal, Wells Fargo Mes- 
senger, which comes close to being tops 
in its class. It isn’t perhaps important, 
but here is the story of the bank’s ex- 
hibit at the San Francisco World’s Fair 
as told by Irene Simpson of the bank’s 
staff who acted as an attendant at the 
exhibit for a time: 


NEVER A DULL MOMENT 


Good morning! Yes, the Gold Spike has 
returned. You'll find it in the safe to your 
right--in front of the Driving the Last 
Spike painting. 

No, sir, we don’t have his head here... 
that is an old advertisement . . . 1853. Joa- 
quin Murietta’s head and the hand of three- 
— Jack were destroyed in the fire of 

Certainly, help yourself to a post card. 
-.. No, we haven’t stamps for sale, sir. 
You'll find a mailbox in the Administration 
Building. 

The telephone exhibit is in the Electricity 
and Communications Building. Il show 
you on the map just where it is. 

Yes, on the balcony. 

Paul Revere! No, that’s Joaquin Muri- 
etta, painted by Charles Nahl. 

The broadcast today is from the educa- 
tion exhibit to the rear of this building. 

Yes, a great many people remember Em- 
peror Norton. ... 


Yes, on the balcony. 

The flowers in the lobby are rhododen- 
drons....I’m sorry, I don’t know the 
name of the large white flower blooming in 
Golden Gate Park. 

Sixteen people could ride in the coach. 

. Careful, young man, don’t climb on it. 

The Gold Nail! ... Yes, this is where 
you'll see the Gold Spike. It’s in the safe. 

Thank you, I’m glad you enjoyed our ex- 
hibit. ... Your wife’s grandfather helped 


own grandfather worked for Wells Fargo 
Express! Then you both have a real inter- 
est in many of our things. . . . Yes, do come 
again. 

Surely, [Pll read you the writing on the 
post card.... “We have just visited the 
Wells Fargo Bank Historical Collection in 
the San Francisco Building on Treasure 
Island. One of the highlights is this Con- 
cord stage coach built in 1853 and a veteran 
of the Overland Trail from ‘Hangtown,’ 
Cal., to Carson City, Nev., from 1861 to 
1869.” . . . This is Joaquin Murietta’s scarf. 
... That is a painting of San Francisco in 


1849 by George H. Burgess. . . . A miner’s 


cradle. ... You can’t read, can you, son? 
... Oh! you can read, but you thought 
that’s what I was here for! 


Which, if you read between the lines 
is a primer in what is sometimes called 
“public relations.” 


Bank of America-NLRB 


Right now the big Coast story is, of 
course, the case of the Bank of America 
versus the National Labor Relations 
Board. Considering the pushing around 
the bank gave the New Deal’s Securities 
Commission there shouldn’t be much 
doubt as to the ultimate result of the 
Labor Board’s attempt to consign bank 
employes to the loving care of the 
C. I. O. But until the matter is finally 
settled by the courts, a good many 
Coast bankers will be worried about 
the unionization question. Actually 
there isn’t much need for worry. Bank 
employes in California as a class are a 
highly paid group and, taken as a 
whole, are pretty fine people. Thus they 
aren't likely to be particularly im- 
pressed by the proletarian organizers 
for the labor movement who, according 
to some of the more romantic com- 
mentators, are authoring “the epic that 


labor is writing across the western 
sky.” 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by KeitH F.. WARREN 


90 YEARS AGO 


The Bankers Magazine 
An Old Fashioned Banker 


(Under “Deaths” in the issue for Sep- 
tember, 1849, we read of the death in Utica, 
N. Y., of Thomas Rockwell, Esq., who died 
at the age of 69. Mr. Rockwell was cashier 
of the Ontario Branch Bank at Utica of 
which institution he had been an Officer 
since its first organization in the summer 
of 1815. His life, as described by Tue 
Bankers MaGAzine, is an interesting char- 
acter study of a banker of that period): 


“During his long connection with the 
Ontario bank, his whole energies were 
devoted to his official duties with a 
perseverance that admitted of no inter- 
ruption, and with a vigilance and cor- 
rectness that were perfect. His unob- 
trusive manners prevented him from 
making any man his enemy, while his 
official faithfulness made him venerated 
and respected by all persons who knew 
his merits. So closely did he confine 


- + September, 1849 

himself to his business duties, that he 
rarely went from home. He never saw 
the City of New York, and only twice 
was in Albany, and both times on busi- 
ness that could not be avoided. Living 
on a small salary, and avoiding all 
speculations and dealings, he still with 
great prudence accumulated a respect- 
able property. Persons who judge of 
character without due discriminatioa, 
may have mistaken in him for _par- 
simony what was only the natural and 
necessary consequence of a general ab- 
stemiousness, and of the incessant 
pains and self-denials by which alone 
a man who limits his efforts to acquisi- 
tions from a small salary, can provide 
for his family and lay up a reasonable 
fund for the casualties of sickness and 
old age, and for the just expectations 


and wants of those who may survive 
him.” 


520 YEARS AGO 


The Bankers Magazine 


Over-Production 


New England (textile) manufacturers 
are crying out against their Southern 
brethren because they are able to under- 
sell them in the markets of the South 
and West, especially on coarse and 
heavy goods. This may be only the in- 
dication of a change of the center of 
manufacture to the base of supply of 


234 


no accumulations of. stocks. 


September, 1889 


raw material, and a local revolution in 
this industry, similar to that in the iron 
trade, which is passing to some extent 
from Pennsylvania to the South. But if 
there was not an over-production all 
through the country, there would be no 
cause for these complaints, and hence 
The truth 


no doubt is, both in cotton. and woolen 
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manufactures, that the productive ca- 
pacity of the country is greater than its 
consumption, in which case there are 
only two remedies, either to force an 
export market or reduce production, 
unless they are able to lower prices 
enough to stimulate home demand. 


Decline in Prices 


All over the world prices have been 
declining for years, and, furthermore, 
this decline has happened in all the 
leading commodities. The decline has 
been more rapid in some things than 
i: others. For example, the decline has 
heen marked in crude oil since the in- 
troduction of pipe-lines for its convey- 
ance to the seaboard. The introduc- 


tion of tank steamships operates in like 
manner to affect the prices of oil in 
foreign markets. So of grain. The ac- 
tual cost of transferring cereals from 
the Northwest to the Atlantic ports has 
tended lower year by year, as shown 
by the careful comparison of statistics 
collected for various periods. The costs 
of beef cattle, hogs and other products 
of agriculture, all come under the same 
rule and are in like manner affected. 
Coal, iron and coke‘cost the consumers 
less from the operation of natural 
causes, not merely from _ increasing 
competition in production and _ trans- 
portation, but from constant improve-, 
ments in processes and facilities and 
the enlargement of sources of supply. ~ 


253 YEARS AGO 


The Bankers Magazine 


Movies and Extravagance 


For a long while the automobile has 
had heaped upon it all the maledictions 
of those who decry extravagance. But 
a new competitor has appeared—the 
motion picture. It is said that into the 
motion-picture places of exhibition 
there goes daily in the form of pay- 
ments for admissions not less than 
$1,000,000, or $365,000,000 a year, and 
that over $500,000,000 is invested in 
the business. How accurate these fig- 
ures may be, we do not know. That 
the sums of money so spent and in- 
vested are enormous no one can doubt. 

The automobile is, of course, a bolder 
offender, taking one’s money in large 
sums outright. The motion picture is a 
slower, steadier and more insidious as- 
sailant of one’s purse. As children are 
large patrons of motion picture enter- 
tainments, they are being led away from 
habits of thrift at a time when such 
habits should be forming. It is a phase 
of our times of which the humorist and 
satirist should not lose sight, that this 
peculiar form of extravagance is itself 
to be turned into a preaching place for 
thrift, and we shall all be spending our 
money at the box-office to be shown a 


- . September, 1914 


motion picture story exhibiting the 
virtues of thrift! 


World War 


At the time this is written a mighty 
conflict is going on between Germany 
and Austria on one side and Russia, 
France, Great Britain and Belgium on 
the other, with a possibility that other 
nations may be involved. This stupend- 
ous struggle immediately inflicted wide- 
spread disaster upon commerce, credit 
and banking. In the task of mitigating 
this disaster, in so far as it may be 
mitigable, the Government, the banks 
and the people in all walks of life are 
working in harmony and with praise- 
worthy determination. With full faith 
in the soundness of American institu- 
tions, we believe that this codperation, 
in which none have more loyally joined 
than the bankers, will safeguard the in- 
terests of our beloved land. The banks 
are sound and the bankers patriotic. 
They will continue to give absolute sup- 
port to the Government and. to every 
form of legitimate business; and thus 
standing together—Government, banks 
and people—we shall pull through, if 
not unharmed, unconquered and undis- 
mayed. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


THE REAL ESTATE INVESTMENT PROBLEM 


By Harry MINTZER 


HERE has grown up in New York 

State, especially in the last two 

decades, a class of investors known 
as certificate holders. These certificate 
holders, consisting largely of individ- 
uals who had managed through their 
thrift to accumulate a portion of their 
yearly earnings, invested their savings 
with guaranty companies who, in turn, 
lent this money out on real estate mort- 
gages. The story of guaranty com- 
panies is a comparatively short one in 
our economic history, but a great deal 
of valuable experience has been ac- 
cumulated from their operations during 
their brief existence. 

Guaranty companies engaged, in gen- 
eral, in two major types of business. 
First, they searched real estate owner- 
ship and insured title to real property. 
Secondly, guaranty companies were en- 
gaged, as middlemen, in obtaining funds 
from investors to lend to borrowers on 
the security of real estate mortgages. 
To a certain degree, it may be said 
that the companies were mortgage 
brokers. 

Title insurance was first authorized 
by law in New York State in 1885. 
Later the same provisions were adopted 
in the Insurance Law of 1892. The law 
was amended in 1904 to permit com- 
panies organized under the Insurance 
Law to engage not only in the insuring 
of titles, but also in insuring the pay- 
ment of bonds and mortgages. Even 
under the acts of 1885 and 1892, which 
did not specifically permit companies 
to do so, four companies did engage in 
insuring payments of bonds and mort- 
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gages prior to 1904. After 1904, no 
substantial guaranty business was don: 
until 1920 when eleven companies wit 
combined capital and surplus of $60.- 
000,000 had outstanding $530,000,000) 
of guaranties. “From then on, until the 
crisis in 1933, the business expanded 
enormously. In 1925 twenty-six com- 
panies with capital and surplus of $93.- 
000,000 had outstanding guaranties of 
$1,214,000,000 and in 1930, at the 
height of expansion, there were fifty 
companies having total capital and sui- 
plus of $204,000,000 against outstand- 
ing guaranties of $2,867,000,000. The 
ratio of guaranties to total net worth 
rose from nine to one in 1920 to fifteen 
to one in 1930. The capital and surplus 
mentioned here was also used in the 
title insurance business of the com- 
panies. It was not available, therefore. 
solely as the basis for extending guar- 
anties. The mortgage guaranty business 
was divided into two classes, the guar- 
anteeing of whole mortgages and the 
guaranteeing of certificated mortgages. 


Functions and Defects 


The guaranty companies flourished 
and grew in New York for a period of 
over thirty years. During their exist- 
ence, despite their inherent deficiencies, 
they filled a definite place in our eco- 
nomic society. It was through them 
that the savings of the public, of the 
small wage earner and business man, 
could be pooled together and used to 
finance huge real estate projects. 

Since real estate investments are in- 
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herently unliquid, commercial banking 
institutions cannot be expected to bear 
the burden of their financing, because 
it is important that such institutions 
maintain the liquidity of their assets. 
Even savings banks, subject to with- 
drawal of deposits on demand, and in- 
surance companies which constantly 
pay out on losses and deaths, must 
maintain a good proportion of their 
assets in liquid form. Ultimately, then, 
the source of real estate capital lies in 
the public, in those small and large in- 
vestors who through years of thrift have 
accumulated funds in excess of their 
current needs. The guaranty companies 
fulfilled their function when they tapped 
this source of funds. _ 

The defects of the guaranty com- 
panies lay in their peculiar capitaliza- 
‘ion and in the nature of their obliga- 
iions. John E. Burton, economist of 
the New York State Mortgage Commis- 
sion, said: “The depression emphasized 
iwo major weaknesses in this field— 
one, a practice of virtual real estate 
value insurance conducted without re- 
gard for even a normal loan mortality, 
and the other, one of faulty appraisals.” 

Through the operation of the guar- 
anty, the companies really insured the 
market value of the underlying prop- 
erty. Yet there was no provision for 
amortization in correlation to the physi- 
cal depreciation of the property, nor 
was there any accumulation of a reserve 
tund to absorb losses. Appraisals were 
unscientific, made with regard to the 
amount of the loan rather than the value 
of the property. Appraisals should 
have considered not only the market 
value of the property, but also its po- 
tential income production, its obsoles- 
cense, the condition of the community, 
the location, and any other factors that 
might have affected the long-term value. 

Mortgages were for too short a term. 
As long as new money could be ob- 
tained for refinancing, no ill effects 
were apparent. But when the money 
market tightened and new funds grew 
scarce, both the mortgagor and the 
mortgagee suffered. Mortgage lending 
is a long-term proposition, and both 
parties should have been made to con- 
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template a lengthy investment at the 
time of negotiation of the loan. ’ 


Insurance Stimulant 


It has been seen that the business of 
guaranty companies consisted of title 
insurance and of mortgage banking (if 
the method of financing may be called 
banking). The mortgage guaranty busi- 
ness was an outgrowth of the title in- 
surance business. It originated and 
grew up in guaranty companies mainly 
because of its feature of insurance, al- 
though other aspects of the type of 
financing present in mortgage financing 
are more of a banking than an insur- 
ance nature. It should be understood 
that the business flourished chiefly be- 
cause of the insurance feature. Each 
mortgage loan, regardless of size or of 
the number of individuals or institu- 
tions concerned, involved three parties. 
They were the lender, the borrower, 
and the guaranty company. More often 
than not the lender and borrower were 
wholly unknown to each other. The 
loan could not, therefore, have been 
based on the credit of the borrower, but 
upon that of the guaranty company 
which acted as middleman or contacting 
agent for the lender and the borrower. 

Investors, when lending mortgage 
money through the guaranty companies, 
depended on the integrity and strength 
of the company. Yet the real security 
behind their investments was not the 
strength of the company, but the par- 
ticular piece of property underlying the 
mortgage. Thus, two investors, equally 
ignorant of their ultimate collateral, 
and both relying on the same company, 
often came out at opposite ends in the 
offing, depending on the value of the 
underlying collateral. All investments 
should have had an equal standing, each 
bearing a ratable proportion of the 
losses and each gaining a portion of the 
profits. That is the true principle of 
diversification as practiced by insurance 
companies. 

The interest rates on guaranteed 
mortgages were inflexible, being con- 
ventionally 544 per cent. This was un- 
sound in that there was no provision 
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for fluctuation in the companies’ earn- 
ings. Again, the companies put them- 
selves in the position of insurers with- 
out adequate safeguards. 

Since the crisis in 1933 the State of 
New York has takén certain emergency 
measures intended to postpone the ul- 
timate solution to the present problem. 
In this direction the Legislature enacted 
Article XI of the Insurance Law, the 
Schackno Act, and the Mortgage Com- 
mission Act of 1935. It also provided 
for a mortgage moratorium which is 
still in effect. The Federal Government 
has provided some measure of per- 
manent national reform in the Federal 
Housing System and the Federal Home 
Loan System. New York State, how- 
ever, has not yet, at this date, provided 
for any permanent mortgage program 
for the future. 


Future Program 


Any future program must provide for 
two things. First, there must be cleared 
up through a refinancing program the 
present impasse in the mortgage situa- 
tion. Until present mortgages are re- 
financed at more reasonable values, 
normal trading in real estate equities 
will remain impaired and true market 
values of real property will not be re- 
flected. It may be that present - mort- 
gagees will ultimately have to be paid 
off partly in junior liens on the prop- 
erty against which they now hold mort- 
gages. Secondly, the new program must 
provide for new loans and normal real 
estate expansion and construction. Such 
new financing must be done on a sound. 
economic basis in order to prevent the 
recurrence of the 1933 crisis. Several 
suggestions as to innovations have been 
made by various groups. Others hold 
that new institutions are unnecessary, 
and that present institutions, including 
savings banks, insurance companies and 
savings and loan associations, ade- 
quately provide the funds necessary for 
new financing. As evidence of this there 
is mentioned the present oversupply of 
capital funds seeking investment. How- 
ever, it is proper to mention the inno- 
vations proposed. 


238 


Proposals 


Foremost among the new proposals 
in New York. is the mortgage bank. The 
chief characteristic of the mortgage 
bank is the issuance of debenture bonds 
without specific collateral. The bank 
is a stock corporation having a mini- 
mum capital and surplus as prescribed 
by law, and a reserve fund accumulated 
out of earnings also regulated by law. 
Its assets consist wholly of real estate 
mortgages and real property acquired 
by foreclosure. All activities and op- 
erations of mortgage banks should be 
under some government supervision. 
such as the Department of Banking, and 
should conform to standards of sound 
management. 

Mortgage loans are to be made only. 
on income producing properties and 
not in excess of a certain percentage of 
a conservative appraised’ value. The 
term of mortgage will extend for long 
periods with adequate provision for 
amortization. Appraisals must be scien- 
tific and regulated by law. The sugges- 
tion has been made that appraisers be 
licensed only after they have passed a 
state examination and have met certain 
legal requirements. 

The sale of participations in specific 
mortgages is forbidden. Series of de- 
benture bonds may be issued at differ- 
ent times and at different interest rates 
according to conditions in the money 
market. But all the assets of the bank 
are to secure all of the outstanding 
bonds so that all bondholders will fare 
equally. The bonds are to be issued 
for long terms, but the bank will have 
the privilege of redemption prior to 
maturity and of refunding so that it 
can take advantage of changing condi- 
tions in the money market. This will 
permit flexibility in the current obliga- 
tions of the bank according to its earn- 
ings. Opinion varies as to whether or 
not the amount of outstanding obliga- 
tions should be limited to a certain 
number of times the capital and sur- 
plus. 

Louis H. Pink, Superintendent of In- 
surance, has proposed a form of the 
mortgage bank which he terms the 
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“Mortgage Debenture Company” em- 
bodying all of the above mentioned 
principles. He also proposed “Mort- 
gage Indemnity Companies” to revive in 
a modified form the guaranteed whole 
mortgage. 

Whether the mortgage bank is to be 
a new institution in New York, or 
whether existing institutions are sufh- 
cient to take care of present mortgage 
needs is a question for the legislature to 
decide. However, one thing is certain, 
a decision must be forthcoming in the 
near future and a clear state policy 
must be enunciated in order to break 
the present deadlock in the mortgage 
money market. 


© 
“WE CAN CONQUER” 


{ 
“CONSIDER a basket that holds enough 
food for one man one week. In Hun- 
gary it takes a man nine hours to earn 
that international bread basket; in Italy, 
nine hours and twenty-eight minutes; 
in Germany, nine hours and _ five 
minutes; in the United States, one hour 
and twelve minutes. This is still the 
land of opportunity. 

“No clear-thinking man would deny 
that we have difficulties to face, but has 
there ever been a time in American 
history so filled with achievement? 
There is as much enterprise, as: much 
courage, and as much moral stamina in 
us as our forefathers had. We can 
conquer the difficulties of our day.” 

—Paul E. Stark, past president, Na- 
tional Association of Real Estate Boards. 


BANKING LOYALTY 


FosTER a spirit of loyalty to banking 
as a whole in public and private con- 
tacts. Whenever you hear derogatory 
statements made about any bank, even 
though it is your competitor, you will 
be helping your own institution and 
banking as a whole by making a’sym- 
pathetic and constructive reply —Com- 
mittee on Public Relations, New York 
State Bankers Association. 
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BANK 
ACCOUNTING 


AND ' 
AUDIT CONTROL 
By 
JAMES E. POTTS 
Auditor 
Tue First Natronat Rank oF Boston 
Boston, Mass. 
Bd 
Tiss BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 

list of accounts and each account 

is then traced back to the trans- 
actions which gave rise to it. In 

so doing the accounting procedure | 
involved is studied and also the | 
audit control factors which may 

be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit . 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 

= 


general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


ree rerio 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send :me-on approval a copy of 
“Bank Accounting and Audit Control’ ‘by 5 
James E.. Potts. At the end of 5 days I ] 
will either remit $4 or return the book. 


Address 


| 
ee 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


FFAIRS across the Atlantic are still 

affected by the fear of war, which 

has not been dispelled, but has 
shown increasing intensity in recent 
weeks, as indicated by an estimate of 
8,000,000 men being engaged in war 
maneuvers. The undeclared war be- 
tween China and Japan continues with 
both the United States and Great Britain 
displaying growing irritation because of 
interference with the rights of their na- 


tionals. 
—_— 


GREAT BRITAIN 


IN its issue of July 29, The Economist 
called attention to the drift toward in- 
flation, as evidenced by the fact that its 
index of business activity was within 
two points of the highest figure ever 
recorded. It is pointed out that the 
activity arises from industry rather than 
from finance or commerce, and that it 
extends far beyond the war industries. 
But the rapid increase in industrial ac- 
tivity is attributed to the gigantic pro- 
gram for defense. 

The Economist estimates that the bor- 
rowings by the state, local authorities 


and dominions in the present year may 

reach to £100 millions, much below the 

present net savings. Solvi:g the prob- 

lem of war finance by inflation is re- 

garded by The Economist as “the worst 
” 

way. 


Course of Commodity Prices 


Discussing this subject, the Westmin- 
ster Bank Review suggests one reason 
why commodity prices have not risen 
to the extent expected is due to the fact 
“that the depreciation of currencies has 
not had the result of raising general 
prices that was anticipated as an auto- 
matic effect.” The course of commodity 
prices in the last ten years is discussed 
at length. Contrary to a view held in 
certain American circles, the opinion is 
expressed that there would be no jus- 
tification for returning to the prices of 
1926 or 1929, for the reason that later 
developments have made production of 
many commodities profitable at a much 
lower price. 


Increased Budget Requirements 


In February the Chancellor of the 
Exchequer estimated that £580,000,000 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BusINEsS OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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CAPITAL 


Authorized §P10,000,000.00 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


EIGHTY 


CABLE ADDRESS: BANCO 
HEAD OFFICE: MANILA 


BRANCHES~ .- 
Cebu, Iloilo, Zamboanga 


YEARS 


and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and — considerable opper- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


would be required for national defense 
in the current fiscal year, but when the 
budget was introduced this again was 
raised to £630,000,000, and later esti- 
mates have added another £100,000,000. 
Of this total of £730,000,000 it may be 
necessary to raise as much as £500,- 
000,000 by borrowing. 


New Capital Issues 


Except in 1931-32, the new capital 
issues in the United Kingdom were 
lower for the first half of 1939 than 
at any similar period since the World 
War. They declined from a total of 
£108,984,000, in the first half of 1936, 
as reported in the Monthly Review of 
ihe Midland Bank Limited, to £57,145,- 
000 in the first half of 1939. In the 
same time foreign issues have fallen 


from £773,000 to £221,000. 


~~ 


FRANCE 


Tax receipts have increased to such a 
degree, that a balancing of the ordinary 
budget has been achieved. Exports are 
increasing, industrial activity is at a 
high level, the franc remains stable, and 
the gold stock of the country has lately 
shown a large gein. But in the face of 
these and other favorable developments, 
Stock Exchange activities have greatly 
declined, due, it is believed, to the po- 
litical tension. It is considered that the 
condition of the public finances is such 
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Inquiries and correspondence invited. 


as to render the floating of war secu- 
rities.an easy task. 


~~ 


THE NETHERLANDS 


New capital issues for the first half of 
1939 amounted to 152,133,000 guilders, 
compared with 82,675,000 guilders for 
the first half of 1938. Of the total of 
152,133,000 guilders for the first half 
of this year, 117,856,000 was for The 
Netherlands and Netherlands Indies, and 
34,277 guilders foreign. 


HOLLAND is engaged in increasing its 
land area by enclosing the Zuider Zee 
and in drainage operations which 
will add about 7 per cent to the 
country’s area—a striking example of 
Dutch enterprise. (An extensive de- 
scription of this undertaking appears in 
the Quarterly Review of Amsterdamsche 
Bank for July, the author of this inter- 
esting account being V. J. P. de Blocq, 
chief engineer and director of execution 


of the Zuider Zee Works.) 


_ 


FINLAND 


THE Quarterly Review of Nordiska 
Foreningsbanken for May contains an 
extensive survey of economic relations 
between the United States of America 
and Finland. While trade between the 


two countries is still large, it has de- 
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clined: with the géneral falling off in 
world trade. In 1920 Finland bought 
21.9 per cent of all its imports from the 
United States, against 9 per cent for 
1938, but the percentage of, exports to 
the United States has increased from 
6.6 in 1920 to 9.2 per cent in 1938. A 
rather interesting fact is that in 1938 
Finland exported to the United States 
goods to the value of 773,000,000 marks 
and imported from the United States 
goods to the value of 774,000,000 
marks. 


Budget Surplus 


From the Finnish Trade Review it is 
learned that Finland has had a surplus 
in its budget accounts from 1933 to 
1938. This surplus was as-high as 53.3 
million marks in 1933, but fell as low 
as 9 million in 1936, rising to 86.4 
million in 1937 and to 101.9 million in 
1938. 

At the end of 1932 the country’s long- 
term public debt was 5,266.4 million 
marks, and the short-term debt 634.6 
million. At the end of 1938 the long- 
term debt was 3,616.7 million, and the 
short-term 56.8 million. 


—_— 


POLAND 


ForEIGN trade of the country for the 
first half of 1939 was composed of im- 
ports 1,892,980 tons and exports 9,- 
821,015 tons. For the first half of 1938 
imports were 1,666,981 tons and ex- 
ports 7,071,118 tons. 


— 


INTERNATIONAL BANKING NOTES 


OTTomMAN Bank (lIstanbul).—At the 
annual general meeting, held in Lon- 
don, June 20, the seventy-second report 
presented the balance sheet for the year 
ended December 31, 1938. Including 
the amount brought forward there were 
£114,239 available, applied to a divi- 
dend of 3s. per share, leaving £39,239 
to be carried forward. 


Bank oF New ZEALAND (Wellington). 
—The annual meeting was held June 
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16, 1939. Profits for the year ended 
March 31 -were £589,940, to which was 
to be added the amount brought for- 
ward, making a total of £959,821. After 
providing for dividend on the several 
classes of shares, £385,602 remained to 
be carried forward. 


NaTIONAL BANK OF AUSTRALASIA 
Limitep (Melbourne).—The ordinary 
general meeting of shareholders was 
held on May 31. The balance sheet 
submitted showed total assets £54,200,- 
000, an increase of £843,000 for the 
year. Gross profits for the year aggre- 
gated £1,388,650, greater by some £31,- 
600 than for the preceding year, but 
offset by a rise in costs of operation. 


NaTIoNAL BANK oF NEW ZEALAND 
Limitep (London).—At the meeting of 
shareholders, June 15, profits for the 
year ended March 31 were £106,524, 
which added to the amount brought for- 
ward made a total of £220,214. After 
making allocations for dividends and 
other purposes, £114,131 was carried to 
next account. 


Swiss BANK CorPoRATION.—An agency 
of this bank has been opened in New 
York with F. W. Lichtensteiger as agent. 


Reports ReceIvep.—Bank of Finland, 
Year Book for 1938; Report on Prog- 
ress in Manchuria to 1939. 


THE Bank oF ADELAIDE.—At the an- 
nual general ordinary meeting, held on 
May 17, Sir Howard Lloyd, chairman 
of directors, made an address and the 
balance sheet as of March 27, 1939, was 
presented. This showed a profit of 
£71,120, which was greater by £5,332 
than for the preceding year. 


Report Recetvep.—The Netherlands 
Bank, report for the year 1938-39. 


© 


THE best asset any bank can have will 
not be listed on its books as such. It 
is its reputation for safely administer- 
ing the depositors’ funds under both 
favorable and unfavorable conditions. 
—Joseph M. Dodge, president, The De- 
troit Bank, Detroit, Mich. 
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in CANADA 


is the Bank of Montreal 


< 


. there 


Through its network in Canada of more than 
500 branches — each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies 
with unsurpassed banking service throughout 
the Dominion, as well as with sources of val- 


uable business information. 


BANK OF MONTREAL 


Assets over 


Head Office: Montreal 


NEW Rito 3 pl 
CHICAGO O 
SAN FRANCISCO. OFFICE: 


Established 1817 


< 
64 Wall Street 


27 ; South La Salle Street 
333 California Street 


Current Conditions in Canada 


HE Bank of Montreal Business Sum- 
mary for August 24 reports Canad- 
ian business conditions as follows: 
“The closing stages of the summer 
find Canadian business maintaining the 
gain recorded in the first half of the 
year. July witnessed an improvement 
in retail trade with the dollar value of 
sales of department stores slightly above 
those for July, 1938, and showing less 
than the usual seasonal decline from 
June. In the manufacturing field con- 
ditions are variable. Declines in ac- 
tivity in some sections have been bal- 
anced by increases in others, the most 
notable feature of the month being 
further progress in the placing in 
Canada of armament orders from 
abroad. The high level of activity in 
the mining industry has continued and 
a further expansion has occurred in the 
export of domestic products. 
“Western harvest conditions have im- 
proved and the present outlook is for a 


THE BANKERS MAGAZINE for September, 1939 


wheat crop of 380 to 390 bushels, which 
will be a record for some years past. 
The crop suffered from excessive heat 
and lack of moisture in the latter part 
of July but benefited subsequently by 
rain, particularly in areas where the 
grain was late in maturing. Cutting 
is fairly general, being particularly ad- 
vanced in Manitoba. Under the guar- 
anteed minimum price which the west- 
ern farmers will receive, plus. the acre- 
age bonus in crop failure areas, the 
Prairie Provinces will have an_ in- 
creased purchasing power this year and 
the effects will be felt throughout the 
Dominion in all channels of industry 
and trade. In other provinces crop 
conditions are, on the whole, satis- 
factory. ... 

“The monthly report of the chartered 
banks of June 30 showed current loans 
in Canada at practically the same level 
as in May, with an improvement as 
compared with June of last year. De- 
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mand and notice deposits increased 
during the month. Holdings of govern- 
ment and other securities rose by 
$20,836,000. Bank debits to individual 
accounts in July amounted to $2,376,- 
000,000 as compared with $2,466,000,- 
000 in July, 1938.” 


REVIEWING general conditions in its 
Monthly Commercial Letter for August 
the Canadian Bank of Commerce reports 
an important increase in employment, 
a gain in car loadings, and fairly active 
trade. While construction contracts 
during July were 12 per cent below 
those for June, they were higher for any 
July since 1931. For the first seven 
months of this year, the value of such 
contracts was almost 4 per cent above 
last year, while the increase in the 
value of residential contracts was over 
30 per cent. The value of all construc- 
tion was higher than for any like 
period since 1931, with the exception 
of 1937, when highway construction was 
particularly active. 

The Letter reports that manufacturing 
“as a whole maintained during July 
the comparatively high level of the 
previous month, our index of industrial 
activity falling off only fractionally and 


registering 74 per cent of capacity util- 
ized and 91 per cent of the general 


1937 level. A moderate and partly 
seasonal decline in the manufacturing 
of clothing and textiles, non-ferrous 
metal products and a few miscellaneous 
industrial materials, combined with a 
sharp decline in the automotive trades, 
was largely offset by a moderate to sub- 
stantial rise in the other major cate- 
gories. 

“Canning was seasonally active and 
meat-packing was steady. Women’s 
clothing and woolen goods declined, but 
cottons rose. The pulp and paper trades 
and lumber mills were considerably 
more active. Among the heavy indus- 
tries, the automotive trades, including 
the manufacture of both cars and sup- 
plies, declined about 30 per cent. 
Primary iron and steel, structural steel, 
engines, machinery, hardware, sheet 
metal and wire products all rose to a 
moderate extent.” 
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Comparing the exports, January- 
June, 1939, with those of the same 
period in 1938, it is found that, exclud- 
ing precious metals with potential 
monetary value, the increase is only 5 
per cent, but with export commodity 
prices 22 per cent lower, this represents 
a quantity increase of 35 per cent. 


THE August issue of Canadian Business, 
official publication of the Canadian 
Chamber of Commerce, reports: 


“April marked the low point for 
Canadian business activity. In May 
there was a marked improvement. June 
was slightly better after the usual ad- 
justment for seasonal changes. Pre- 
liminary figures for July while some- 
what spotty, suggest the maintenance of 
the earlier improvement. 


“Reports on retail and wholesale 
trade differ so widely in various sec- 
tions of the country that generalization 
is difficult. On balance, however, July 
was slightly disappointing, but there is 
enough evidence to suggest that a better- 
than-seasonal gain was experienced. . . . 


“At the end of July, crops throughout 
Canada were generally better than a 
year ago. Deterioration in wheat con- 
ditions due to the continuation of dry 
weather in western Canada has resulted 
in downward revisions of many esti- 
mates, but the best predictions are that 
the crop will be about 25 per cent 
larger than the 1938 harvest. Further 
deterioration is possible, but a prairie 
crop of about 400 million bushels is 
indicated by the guesses of most of the 
experts at the end of July, as against 
former estimates of close to 450 mil- 
liek, ... 


“In June the excess of expenditures 
over the revenues of Dominion Govern- 
ment was 17 million dollars. In June 
of last year, income equalled outgo. 
For the three months ending June, a 
surplus of 39 million was shown due to 
heavy income tax payment being made 
in this quarter. But in the correspond- 
ing quarter of 1938, a surplus of 8114 
million was reported. In other words. 
the country is running about 4214 mil- 
lion dollars behind 1938.” 
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BOOKS for BANKERS 


Wuat’s Wrone WitH THE Economic 
SysTEM? By A. W. Knight. New 
York: Longmans-Green & Company. 
1939. Pp. 179. $2.40. 


ALTHOUGH concerned with British 
economic conditions, the problems 
treated in this book are basic enough to 
he applicable to the United States as 
well. The author, after his analytic 
studies of money, wealth, spending, sav- 
ing and investment, the profit motive, 
depressions, etc., suggests a remedy. 
His plan, in part, calls for the crea- 
tion of a Planning Commission which 
would have the control and regulation 
of incomes, and the direction and regu- 
lation of investments. Means of estab- 
lishing such control without expropria- 
tion of shareholders’ interests, and the 
use of such powers in the fields of in- 
dustry, agriculture, investment, and 
foreign trade are discussed, as are also 


the changes necessary in the democratic 
political system to facilitate the con- 
tinued work of such a commission. 


U. S. Supreme Court Business Law 
Decisions, 1938-1939. New York: 
Commerce Clearing House, Inc. 1939. 
Pp. 222. $1. 

THE fifth annual edition in a series 
begun in 1935, this book brings together 
in handy form the full texts of import- 
ant decisions of the Supreme Court of 
the United States affecting business, 
with the exception of taxation. The 
opinions featured in this edition were 
handed down during the October term, 
1938—covering the period of October, 
1938 to June, 1939. Headnotes in 
understandable style concisely digest the 
law of the cases for lawyer and layman 
as well, while an analytical table of 
contents not only classifies the, cases 
alphabetically in legal categories, but 
helpfully identifies many with their 
popular names. 
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BRITISH AND INTERNATIONAL BANKING 
NuMBER, Lonpon Stock EXCHANGE 
GazETTE. New York: Thomas 
Skinner & Co., Publishers, Ltd. 1939. 
Pp. 87. $1.50. 


IssUED as a supplement to the Bankers’ 
Almanac and Year Book, this annual 
issue carries authoritative articles on 
world banking and finance; tables show- 
ing dividends, profits, liabilities and 
assets of leading banks, oldest foreign 
banks, central banks and their note 
issues; a list of the largest banks of the 
various countries of the world, with a 
statement of the capital, reserves and 
total assets in the currency of the coun- 
try and in sterling, and much other in- 
formation of statistical interest and 
value. 


PracticaL Bank Crepit. By Herbert 
V. Prochnow and Roy A. Foulke. 
New York: Prentice-Hall, Inc. 1939. 
Pp. 690. $7.50. 


THE authors of this book are both well 
qualified to write on the subject, Mr. 
Prochnow being assistant vice-president 
of The First National Bank of Chicago, 
and Mr. Foulke manager of the analyti- 
cal report department of Dun & Brad- 
street, Inc. 

Presenting the subject of loan-making 
in commercial banks in its entirety 
from the practical viewpoint of the com- 
mercial banker and his loaning prob- 
lems, this hook is designed to be of use 
not only to students of banking, but to 
bankers themselves—offering a compre- 
hensive review of the subject, and 
bringing together the valuable loan- 
making experiences of other bankers 
throughout the country. 

Chapters include: The Operations and 
Functions of a Bank Credit Department; 
Description of a Typical Bank Credit 
File (with a sample typical credit file 
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bound into the book) ; Sources of Credit 
Information, The Operations of Dun & 
Bradstreet, Inc.; Specialized Mercantile 
Agencies; Description and Interpreta- 
tion of Balance Sheets, Profit and Loss 
Statements, Surplus Accounts, Business 
Budgets, Trial Balances; Important 
Considerations in Making Bank Loans; 
Unsecured Bank Loans; Collateral Bank 
Loans; Loans on Assigned Accounts; 
Personal Loans; Letters of. Credit and 
-Bankers’ Acceptances; Buying Open 
Market Commercial Paper; The . Legal 
Aspects of Bank Loans; Causes of Busi- 
ness Failure and Losses on Bank Loans; 
Liquidations of Slow Loans and Work- 
outs; At the Banker’s Desk. 


Do You Want To BEcoME A BANKER? 
By Wilbur F. Crook. New York: 
Frederick A. Stokes Company. 1939. 
Pp. 179. . $1.50. 

THE author, vice-president of the Chem- 

ical Bank and Trust Company, New 

York, surveys the position and trend of 

banking today, analyzes the functions of 

a bank, and gives detailed information 

on the training and exverience required 

for success in this field. 

Chapters include: Essential Qualifica- 
tions for Success, Types of Banking In- 
stitutions, Operating and Executive Po- 
sitions, The Necessity for Study, 
Conduct and Personal Relations, The 
Future, and descriptions of work in the 
credit, trust, foreign, investment, corpo- 
rate analysis, and new business de- 
partments. The appendix contains an 
outline of the functions of Government 
banking agencies, an office organization 
chart, and a list of A. I. B. chapters 
and study groups. 


PERSONAL FINANCE CoMEs oF AGE. By 
M. R. Neifeld. New York: Harper & 
Brothers. 1939. Pp. 324. $3.50. . 

In this book, Dr. Neifeld brings up to 

date the story of the personal finance 

business, describing the problems which 
confront the grantor of consumer credit 
as well as those of the individual us- 
ing it. 

Many interesting analyses are given, 


such as: Why Do They Borrow? Who 
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-penses, net earnings, etc. 


RBorrows? How Old Are the Borrow- 
ers? How Much Do They Borrow? 
How Much Do They Earn? How Much 
Did the Personal Finance Companies 
Lose During the Depression? Personal 
finance company operations are dis- 
cussed in detail, including the costs of 
handling a small loan, financial statis- 
tics of these companies, their assets, 
their gross income, collections, ex- 
Some space 
is devoted to the. competition. offered 
during recent years by bank personal 
loan departments. 

As economist for Beneficial Manage- 
ment Corporation, one of the f[arge-t 
personal finance companies in the coun- 
try, Dr. Neifeld has had opportunity io 
study his subject first hand. 


CoLtectivE Economy IN Mexico. l'y 
a group of Mexican professors. Ge- 
neva, Switzerland: Annals of Collec- 
tive Economy, 8, rue St. Victor. 1939. 
Pp. 222. 

A croup of Mexican professors, repre- 

sentative of all the movements of opin- 

ion prevalent in directing circles, here 
deal with the essential problems of their 
country’s existence as it is today. Sub- 
jects covered include: Mexico and the 

Oil Companies, The Nationalization of 

the Mexican Railroads, New Forms of 

Industrial Organization in Mexico, Tie 

Tendencies of the Codperative Move- 

ment in Mexico, Agrarian Reform in 

Mexico, Agricultural Credit in Mexico, 

The Agrarian Problem of La Laguna, 


and the Agrarian Problem of Yucatan. 


Wortp Finance: 1938-39. By Paul 
Einzig.. New York: The Macmillan 
Company. 1939. Pp. 307. $3.00. 


Tuis latest volume of Dr. Einzig’s inter- 
national financial yearbook deals with 
the financial consequences of the an- 
nexation of Austria and the Sudeten 
German districts; the struggle of the 


franc and the various attempts to save 


it; President Roosevelt’s efforts to bring 
about a trade revival; the flight of for- 
eign capital from London owing to the 
political uncertainty: and gold dis- 
hoarding and rehoarding. It gives an 
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account of war finances in Spain, China 
and Japan, and of rearmament finance 
in the leading European countries, con- 
trasting developments in the totalitarian 
systems with the economic situation in 
the democratic countries. 

Dr. Einzig examines critically the 
personalities who played important 
parts in international financial develop- 
ments during the year and, as in his 
previous volumes, pays special atten- 
tion to the financial background of po- 
liiical events and to the political back- 
ground of financial developments. 


Coins OF THE MopeRN Wor pb, 1870- 
i936. By M. Comencini. New York: 
Chemical Publishing Co., Inc., 148 
Lafayette St. Pp. 185. $3.00. 


Ix this book the author’s aim is to de- 
sc:ibe and classify every coin of every 
currency in the world issued between 
1870 and 1936, and to give approxi- 
mate values for exchange between col- 
lectors. Many of the coins are still 
current, many have become obsolete or 
otlerwise scarce and difficult to come 
by. Coins are arranged under the is- 
suing countries, which are listed alpha- 
betically, and valuations throughout are 
given in sterling. The book is profusely 
illustrated. 


THe Way Forwarp: THE AMERICAN 
TRADE AGREEMENTS Procram. By 
Francis Bowes Sayre. New York: 
The Macmillan Company. 1939. Pp. 
230. $2.75. 


Assistant Secretary of State of the 
United States when this book was writ- 
ten, Mr. Savre has since been appointed 
High Commissioner to the Philippines. 
Having been in charge of the trade 
agreements program under Secretary 
Hull, and as chairman of the Govern- 
ment Executive Committée on Commer- 
cial Policy, he.speaks with authority on 
the subject. 

In this book, Mr. Sayre gives the rea- 
sons for the adoption of the trade agree- 
ments program, which has now been in 
force for five years, discusses its nature 
and purposes, the method by which it 


is carried out, and describes how it 
touches the people of our country and 
the results thus far achieved. 


Russia Without Itiusions. By Pat 
Sloan. New York: Modern Age 
Books, Inc. 1939. Pp. 243. 75 


cents. 


THE author, a young Cambridge econo- 
mist, decided in 1932 to find out for 
himself the truth about Russia. For the 
better part of seven years he lived, 
worked, traveled in the U. S. S. R. 


This is neither a travel book nor an 
autobiography, but an attempt to hon- 
estly assess the achievements and the 
failures, the good features and the bad, 
of the new Russian system. The au- 
thor’s previous background as an eco- 
nomics teacher in England, and his op- 
portunities as an English teacher in 
Russia to view developments more 
closely than the ordinary traveler, make 
this book extremely interesting. 


PROCEEDINGS OF THE CONFERENCES ON 
Bonp PortFo.ios: 1939. New York: 
New York State Bankers Association, 
33 Liberty St. 1939. Pp. 260. $2.00. 


ConrTAINING the full text of the proceed- 
ings of the bond portfolio conferences 
conducted last winter by the New York 
State Bankers Association, this book 
sets forth a practical approach to the 
investment problems of commercial, 
banks, based on simple principles which 
have been developed from operating ex- 
perience. 

Subjects discussed include: The Cost 
of Money and the Bank Investment 
Problem, The Develooment of Bank In- 
vestment Policy and Program, The Rec- 
ords of a Bond Portfolio, The Statistics 
of a Bond Portfolio. How to Analyze 
an Industrial Bond, How to Analyze a 
Public Utility Bond, How to Analyze 
Railroad Bonds, Factors to Be Consid- 
ered in Determining the Quality of 
Municipal Bonds, How to Buy Good 
Bonds, How to Analyze a Bond Port- 
folio, How to Sell Undesired Holdings, 
How to Analyze the Money Market, 
How to Analyze the Bond Market, etc.. 
as well as various suggested record 
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forms, statistical tables, and other help- 
ful material. 


Fair TRADE WITH EspeciIAL REFERENCE 
To Cut-RaTeE Drue Prices 1n MIcHI- 
GAN. By Edgar H. Gault. Ann Arbor, 
Michigan: School of Business Ad- 
ministration, University of Michigan. 
1939. Pp. 56. $1.00. 


NON-TECHNICAL, and meant primarily 
for the general public which is not ac- 
quainted with “Fair Trade,” this study 
contains an analysis of resale price 
maintenance by brand owners and the 
reasons for the strong movement toward 
resale price maintenance of the type or- 
ganized by the Fair Trade law. The 
principal part is an objective test of 
the retail price changes which have oc- 
curred in cut-rate drug stores in Michi- 
gan before and after Fair Trade went 
into effect. 

Dr. Gault, who is professor of mar- 
keting at the University of Michigan, 
also presents recent studies of price 
changes caused by the Fair Trade law, 
a measurement of the minimum mar- 
gins guaranteed by the law, and vari- 
ous conclusions reached as a result of 
the study. 


BOOKLETS 


A Reaprne List on Busrness ADMINISTRA- 
TION. Hanover, New Hampshire: The 
Amos Tuck School of Administration and 
Finance of Dartmouth College. 1939. Pp. 
54. 30 cents. 

Tuts is the fourth revision of the “Reading 

List,” containing a selected list of books 

covering the principal aspects of business. 

Each book is annotated by a terse descrip- 

tion of its contents, indicating its emphasis 

or its relation to other books in the field. 

The main sections include: The business sys- 

tem and economic policies; the administra- 

tion of business; industrial relations and 
personnel administration, marketing and 
foreign trade; finance; accounting, business 
statistics and research; and business law. 

Bibliographies and periodicals are also sug- 

gested. 


Foreign Poticy or THE UnNirTep States 
Since 1933. By Benjamin H. Williams. 
New York: Council on Foreign Relations, 
45 East 65ti St. 1939. Pp. 56. 50 cents. 

Tus booklet contains the report prepared 

under the auspices of the American Co- 

ordinating Committee for International 


Studies for submission to the Twelfth Ses- 
sion of the International Studies Conference 
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held at Bergen, Norway, August 27-Sep- 
tember 2, 1939. 

The study deals with: Government Re- 
strictions on Private Lending, Government 
Agencies for Making Foreign Loans and 
Controlling Capital Movements, Economic 
Policies Pursued by the Government in the 
Granting of Loans and Credits, Political 
and Semi-Political Objectives, and the au- 
thor’s conclusions on the subject. 

Dr. Williams is professor of political 
science, University of Pittsburgh. 


Orrice MANAGEMENT Series. New York: 
American Management Association, 330 
West 42nd St. 


Four recent publications in this series are: 
Time and Motion Economy in the Office, 
27 pages, 50 cents; Modern Office Manage- 
ment Methods, 36 pages, 50 cents; Office 
Personnel Administration, 40 pages, 75 
cents; Efficiency and Economy in Offic: 
Procedures, 35 pages, 75 cents. 

Based almost entirely on the actual man- 
agement practices in effect in companies in 
virtually every industry, these pamphlets 
represent the leading thought in their re- 
spective fields. Of especial interest to bank- 
ers is Time and Motion Economy in tle 
Office, which contains a short chapter on 
“Methods Study in Bank Office Work” hy 
John T. Sinkey, assistant treasurer of the 
Central Hanover Bank and Trust Company, 
New York. 


Historicat Survey of Brancu BANKING IN 
THE Untrep States. By Ray B. Wester- 
field. New York: American Economists 
Council for the Study of Branch Bank- 
ing, P. Q. Box No. 467, Grand Central 
Annex. 1939. Pp. 39. 

Iw his preface, Dr. Westerfield, who is pro- 
fessor of political economy at Yale Univer- 
sity, states the purpose of this study “is to 
present as simply as possible the important 
changes which have taken place in the his- 
tory of branch banking in the United 
States. No effort has been made to deal 
with the arguments for or against branch 
banking. It has been deemed necessary, 
however, to include the most important legal 
changes. A few statistics are presented to 
indicate the present trend and status of 
branches in this country.” 


Security or THE Dore? By Maxwell S. 
Stewart. New York: Public Affairs Com- 
mittee, 30 Rockefeller Plaza. 1939. Pp. 
31. 10 cents. 


Tue old-age sections of the Social Security 
Act are seen as substantially improved as 
a result of the amendments adopted by the 
last session of Congress, according to this 
study. It answers such questions as: How 
has the machine made us insecure? What 
are the benefits and dangers of the Social 
Security Act? How does it compare with 
foreign laws? Various criticisms and sug- 
gestions are also offered. 
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SUPERVISOR’S SUGGESTIONS 


By AtvaNn Macau Ley, Jr. 
Staie Banking Commissioner of Michigan 


OME of the conclusions reached by 
the sub-committee on Uniform 
Standards may interest you as in- 

dicating possible legislative trends. For 
example, the following suggestion is 
made for use as a general rule to be 
followed in the handling of “other real 
estate”: if a parcel of real estate is not 
sold within two years of the date ac- 
quired, it should be charged off the 
books of a bank at the rate of 20 per 
cent of the book value each year, com- 
mencing one year from the date of ex- 
piration of the said two-year period. 

The following policies to obtain uni- 

formity regarding charge-offs for fixed 
assets are suggested by the sub-commit- 
tee: an annual depreciation for bank- 
ing houses of 2 per cent of the original 
cost should be taken. For furniture and 
fixtures, the rate should be sufficient to 
charge off such investment within its 
reasonable useful life. The committee 
recommends a maximum investment of 
not exceeding 50 per cent of capital, 
not including surplus, in banking house 
and furniture and fixtures. 


Real Estate Mortgage Loans 


With respect to real estate mortgage 
loans, the sub-committee does not be- 
lieve that a bank should take liens on 
real estate which is located beyond the 
natural territory of its operations. In 
a settied locality, this distance might 
be thirty miles, and in the dry farming 
lands of the West, it might be 300 
miles, but the sub-committee feels, 
nevertheless, that there should be spe- 
cific limitations based on the general 
character of the particular state. Amor- 
tization is advocated, and it is felt that 
ordinarily no mortgage loans should 
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In the accompanying article, 
which is a portion of his recent 
address before the Central 
States Conference on banking in 
Detroit, Mr. Macauley outlines 
a few of the suggestions offered 
by the Sub-committee on Uni- 
form Standards of the National 
Association of Supervisors of 
State Banks. 

Since this was written, Mr. 
Macauley’s term as Banking 
Commissioner of Michigan has 
expired. He has declined re- 
appointment and has resumed 
his former connection with the 
National Bank of Detroit. 


run for a period longer than ten years. 
It is suggested that all borrowers make 
written application, and that no loan 
be granted without the prior approval 
of a majority of the board of directors. 

The committee favors a law in all 
states providing for the removal of poor 
management. It believes that power 
should be lodged by statute in a bank 
supervisor to remove any director, 
officer or employe of any banking in- 
stitution for just cause, but only after 
a hearing before a properly representa- 
tive board, and only with the approval 
of a majority of the members of such 
a board. Such a law is designed to act 
as a deterrent to the type of manage- 
ment which persists in following poor 
banking practices bordering on the un- 
safe and unsound, and which if con- 
tinued endanger the safety of the insti- 
tution and the protection of its 
depositors. 
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TERM LOAN ESSENTIALS 


By J. C. MinsHULL 


Deputy Supervisor of Banking, 
Olympia, Wash. 


TPNHE traditional theory of commer- 
cial banking has been that loans 
should consist chiefly of the short- 

term, self-liquidating type. As a_prac- 
tical matter, bankers were expected to 
assure themselves of the proper char- 
acter of their loans by providing for a 
‘lean up day.” The ability of the bor- 
‘ower to make a periodical clean up 
vas regarded as proof that the advances 
were made for seasonal purposes. While 
this theory has prevailed banks, in fact, 
have been making term loans for many 
years. 

The characteristic difference between 
the loan previously held and the one 
now discussed has been that the pre- 
vious loan was made with a short-term 
maturity, and assurance to the borrower 
that upon a satisfactory reduction being 
effected, a renewal would be given for 
an additional short term on the unpaid 
balance. The modern method seeks the 
same result but adopts a different tech- 
nique. A long-term maturity is stated 
in the obligation. It is appraised upon 
the same credit bases as always have 
been employed; in other words, the 
three C’s prevail. The capital factor 
has been minimized and the prospective 
loan becomes a part thereof. But it 
yet is essential that the borrower have 
a sufficient “stake” in his enterprise. 
The capacity factor has been highly 
emphasized. It is necessary that suffi- 
cient earnings be forecast to warrant 
the assumption that the loan will be 
liquidated in an orderly manner. Ample 
provision for depreciation and depletion 
allowances upon assets must be con- 
templated. During the life of the loan, 
there can be no unusual expansion of 
the business. Care must be taken that 


‘‘Liquidity is lacking; there- 
fore, the volume in which this 
type of loan may be acquired is 
determinable only after a self 
analysis of each individual bank. 
Their total, plus investment in 
fixed assets, plus total of other 
criticized assets, should not ex- 
ceed the total capital account,’’ 
recommends Mr. Minshull in the 
accompanying portion of a re- 
cent address. 


the loan itself will not too greatly bur- 
den the borrower. While periodical 
amortization payments must be fre- 
quent, they cannot be so large as to 
cripple or retard the borrower in his 
ordinary activities. Eventual liquida- 
tion probably will depend upon the 
ability of one individual. His removal 
from the business would be disastrous. 
It is, therefore, imperative that as a 
protective measure life, health, and ac- 
cident insurance be considered. 

With respect to the borrower’s char- 
acter, if a history exists, a satisfactory 
answer should be found as to how he 
performs under adverse circumstances. 
In the event of impending reverses or 
unsatisfactory conditions in his _busi- 
ness, will he lay his cards on the table? 
Or will he wait until he finds himself 
unable to cope with his own situation 
and then toss his business in the lap 
of the bank? 

Care must be taken to determine 
whether the business is of a type that 
is highly competitive and, therefore, 
hazardous, and whether it is of such 
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Federal Reserve Bank 
of Boston 


By 
JosEPH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


aaa nnnnane 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 


rapidly changing character that it could 
in fact become obsolete before the ma- 
turity date of the loan. Liquidity is 
lacking; therefore, the volume in which 
this type of loan may be acquired is 
determinable only after a self analysis 
of each individual bank. Their total, 
plus investment in fixed assets, plus to- 
tal of other criticized assets, should not 
exceed the total capital account. In- 
herently, there is a greater loss element 
than ordinarily exists. Therefore, the 
interest rate should be commensurate 
with the risk, and a portion of the in- 
come should be set aside as a reserve 
against losses, and that reserve allocated 
specifically to loans of this kind. Bit 
what is a commensurate rate? There 
is insufficient experience as yet to war- 
rant a proper conclusion. The Federal 
Reserve Bank of New York, in August, 
1938, commenting upon their record 
over five years of this type of lendin«, 
summarized as follows: “In general, ex- 
perience of this bank with this type of 
loan indicates that the income received, 
even at rates as high as 6 per cent, is 
not adequate to cover expenses and 
losses.” 

Finally, if as country bankers we give 
consideration to loans of this type it is 
imperative that we determine our own 
qualifications for handling them. They 
can be profitable and may be desirable, 
but only when the individual bank offi- 
cer in charge of their administration is 
adapted to their handling. The law of 
averages will see to it that some of these 
loans will turn sour. Unless the banker, 
through native ability and temperament, 
is qualified to work them out, his stock- 
holders, his community and the bor- 
rower will be better off if he leaves them 
out of his portfolio. 


© 


A LITTLE over forty years ago the bank- 
ers were fighting for financial sanity 
against free silver. Now it seems we 
must fight against unlimited spending, 
taxes, and debt. Then, as now, it was 
contended we needed a new plan to 
stabilize business in the country.—F. C. 
Forrest, retiring president, Washington 
Bankers Association. 
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GOVERNMENT IN BUSINESS 


By A. L. LatHrop 


Vice-President, Union Bank and Trust Company, Los Angeles 


HE Federal Government is today 

engaged in extensive business op- 

erations in direct competition with 
the private citizens of this nation on a 
far-flung scale not realized or under- 
stood by the people at large, nor even 
by business itself. 

This invasion by Government of the 
fi:ld of private business, if it be per- 
manently established, will inevitably 
supersede the private business activities 
of individuals and corporations. 

Against Uncle Sam, private business 
is unable to compete. Fundamentally, 
when Government engages in private 
business, it has advantages over private 
citizens which produce unfair competi- 
tion, and if continued extensively and 
permanently, the result is socialism. 

The Government entered these private 
fields to meet in each and every case 
a national emergency, and generally 
served a useful purpose in so doing. 
It is the duty and a proper function of 
the Government to give aid and support 
in times of emergency, in times of dis- 
aster, in times of crisis, but that the 
Government should continue in private 
enterprise when the emergency has 
passed is a definite threat to the very 
existence of private business. 


The Government is engaged in more 
than 200 lines of business in direct com- 
petition with its citizens. Among these 
business activities are construction, the 
manufacture, wholesaling and retailing 
of furniture and clothing, the real es- 
tate business in all its departments, the 
production and sale of power, the sale 
of insurance, the development of trans- 
portation and communications, and 
where we are most intimately concerned, 
the business of banking in ‘practically 
all its phases and ramifications. 

The Government in business is not a 
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“That attribute of Govern- 
ment competition which most 
definitely places it in an unfair 
category rests in the fact that 
Government carries on its busi- 
ness ventures without regard to 
the element of profit or loss. 
These, of course, are vital fac- 
tors in private business,’’ points 
out Mr. Lathrop in the accom- 
panying portion of a recent ad- 
dress. 


fair competitor with private operators. 
Equal opportunity does not exist as be- 
tween it and private business, and only 
on the basis of equal opportunity can 
there ever be fair competition. 

That attribute of Government compe- 
tition which most definitely places it in 
an unfair category rests in the fact that 
Government carries on its business ven- 
tures without regard to the element of 
profit or loss. These, of course, are 
vital factors in private business. No 
private business can survive which op- 
erates permanently at a loss. 

The Government is not restrained by 
any such considerations. It can and 
does furnish funds to offset deficits. 
These funds are derived from taxes, 
and these taxes come in part at least 
upon the income and assets. of the very 
businesses with which the Government 
is competing. If deficits increase, the 
Government has only to increase taxes. 

The Government also operates with 
funds for which it pays low rates of 
interest generally obtainable only by 
the Government. Public property used 
by the Government in business is free 
from any burden of taxation, and de- 
preciation thereon is not taken into ac- 
count as an item of Government expense. 
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Simplified Account Analysis Form 


Committee on Bank Management, Illinois Bankers Association 


OR the benefit of those banks which 

have not as yet provided themselves 

with forms for account analysis, the 
accompanying form is recommended. It 
will be noted that this form differs 
somewhat from forms currently in use. 
In the first place, there is no provision 
for reserves, for float, or for net loan- 
able balance, the earnings on the ac- 
count being made directly against the 
average daily balance. Much research 
and discussion have been given to these 
eliminations and it has been determined 
to the satisfaction of the committee that 
the income from earning assets of the 
bank can be applied directly to the av- 
erage daily balance without going 
through all of the work of deducting a 
reserve. 


Reserve and Float 


It has been demonstrated that the 
reserve itself fluctuates considerably 


‘It has been determined to 
the satisfaction of the commit- 
tee that the income from earning 
assets of the bank can be applied 
directly to the average daily 
balance without going through 
all of the work of deducting a 
reserve,’’ reports the Illinois 
Bankers’ Committee on Bank 
Management in recommending 
this simplified analysis form 
which eliminates provision for 
reserves, for float, or for net 
loanable balance. 


both as to the banks themselves and as 
to particular periods and that the ratio 
of the income from the earning assets 
to the total resources and that percent- 
age applied directly to the average dail, 
balance of an individual account pre- 
duces practically the same results wit) 
very much less work. 

As to float, it has also been demon- 
strated through the same research an 
discussion that a very great proportioi 
of the accounts are very much alike wit) 
regard to float and that it will average 
itself out each month and, therefore, the 
amount of work required to analyze thie 
float of each individual checking a:- 
count is more than the effort is worth. 
Furthermore, the average depositor does 
not understand these items. There are, 
of course, in every bank some accounis 
which very definitely should be analyzed 
for float. These accounts are easily 
spotted and are well known and these 


should be analyzed. 
Miscellaneous Charges 


Another problem was brought to the 
attention of the committee. It appears 
that many banks have been making 
collections of miscellaneous — service 
charges from their customers over the 
counter. The committee does not care 
to interfere with that practice but there 
have been some instances reported 
where it has resulted in embarrassments. 
For that reason an item for “miscel- 
laneous” has been included among the 
debits on the suggested form, the 
thought being that instead of making 
these collections over the counter, debit 
slips be entered and the miscellaneous 
costs grouped and included in the ac- 
count analysis at the end of the mont. 
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However, this is a matter which the 
committee simply suggests for the con- 
venience of those banks which would 
be interested in it. There is also in- 
cluded in this suggestion the thought 
that a better control of these miscel- 
laneous receipts can be had by adopting 
this procedure. 


Analysis of All Accounts 
Although it recommends that all 


checking accounts be analyzed, it is not 
the thought of the committee that the 


ACCOUNT 


banks which feel a present policy for 
low balance accounts involving a flat 
charge of $1 per month per account, 
with ten free items and an additional 
charge of 5 cents per excess item 
abandon this if, in the opinion of the 
bank it would disturb local good-will. 
However, we do believe that banks will 
find it very much to their advantage to 
analyze all accounts and that they will 
not be put to any additional expense 
or trouble in so doing but, on the con- 
trary, will probably increase the income 
from this type of service. 


ANALYSIS 


CREDITS 


Average daily balance..................00+ 


Earned on average balance at 


Soe eeeeeseeeeeeeeseeesseseeees . ee 


DEBITS 


MMAR OUNINOG, oss kacké cs covodeskndkcsdecehessabcasnce 


Maintenance 


sda tinnnnitaiipmion S...... 2S 


This item covers administration costs, depreciation, 
insurance, taxes, etc., not included in item costs. 


Ledger entries (including deposit tickets and checks 


Each .03 


on us). 


Covers cost of listing, checking signatures, endorse- 
ments, proving your checks and deposit items. 


Checks on out of town banks. 


Each .02 


Checks on banks in other cities on which we have 
advanced funds to your daily balance and collected 


for you. 


Checks on local banks. Each .01 


Checks drawn on local banks and: post office which 


we have collected for you. 


Miscellaneous 


Total debits 


Deficit charged to your account 


Account analysis form recommended by the Committee on Bank Management, 
Illinois Bankers Association 
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A.B. A. 


CONVENTION 


ENTERTAIN MENT 


WO crack Canadian Pacific steam- 
. §. ships have been chartered by 

Seattle banks for a mid-convention 
cruise during the September 25-28 meet- 
ing of the American Bankers Associa- 
tion. 

The mid-convention cruise is without 
precedent, as previously official sessions 
have followed one another consecutively 
without interruption. That Seattle bank- 
ers are not slaves to tradition is further 
evidenced by their original program, 
Banking Progress on Parade, which is 
attracting one of the largest registra- 
tions in recent years. 


Additional Features 
Additional 


entertainment features 


were also announced by Andrew Price, 


president of the National Bank of Com- 
merce, and J. W. Spangler, vice-presi- 
dent of the Seattle-First National Bank, 
chairman and vice chairman respectively 
of the General Convention Committee. 
These include a general reception and 
cocktail hour; the annual ABA golf 
tournament; a salmon fishing derby; a 
buffet supper and inaugural ball, at 
which those popular maestros Paul Pen- 
darvis and Archie Loveland have been 
engaged to preside; a post-convention 
football game between the University of 
Pittsburgh and the University of Wash- 
ington and a fishing jaunt to Campbell 
River on Vancouver Island. 


Scenic Cruise 


The mid-convention cruise has been 
planned to provide an opportunity to 
view some of the most beautiful points 
of scenic and historical interest in the 
Pacific Northwest, including the capital 
city of the Province of British Columbia 
happily described in this fashion by 
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the late Rudyard Kipling: “To realize 
Victoria, you must take all that the eye 
admires most in Bournemouth, Tor- 
quay, the Isle of Wight, the Happy Val- 
ley at Hong Kong, the Doon, Sorrento 
and Camps Bay; add reminiscences of 
the Thousand Islands, and arrange the 
whole around the Bay of Naples, with 
some Himalayas for a background.” 
Returning to Seattle via the Strails 
of Juan de Fuca and Puget Sound, tlie 
meeting will be reconvened to hear 
Mississippi’s out-spoken Senator, Pat 
Harrison, discuss Federal fiscal policics. 
Six championship specification golf 
courses and as many top flight profes- 
sionals have been allotted to the com- 
mittee in charge of the annual tourna- 
ment, at the conclusion of which a 
colorful ceremony is being planned with 
an eye to nineteenth hole amenities. 


Women’s Features 


A special program of entertainment 
is also being developed for bankers’ 
wives, of which there will be many, plus 
the delegates of that nonpareil and po- 
tent little group known as the American 
Bank Women. These plans include a 
garden tour, an oriental tea at Seattle’s 
art museum, which incidentally houses 
one of the world’s most valuable collec- 
tions of jade, and a luncheon at the 
Sunset Club. 

Supplementing the entertainment 
program, a number of private recep- 
tions and parties are being planned, all 
of which promises a round of gaiety 
which Seattle, though noted for its par- 
ticular brand of Western hospitality, has 
not seen for many years. By and large, 
the sixty-fifth annual birthday party of 
the American Bankers Association is 
well on its way to being something of 
a financial festival. 
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Encourage “ Venture-Capital ”’ 


By O. J. ARNOLD 


President, Northwestern National Life Insurance Company, Minneapolis 


eee 7 ENTURE-CAPITAL.” is the force 
that starts and gets under way 
any genuine and long-lived move- 
ment after a depression, and must not 
be confused with the savings or deposits 
of the public. 

It is the function of venture-capital 
to take risks in the hope of substantial 
gains. Industry has stored up in recent 
years new knowledge and new potential 
means of comfort and well-being for the 
people. Capital is straining in an effort 
to find new channels of employment. 

But when the promotion of new en- 
terprise is too hazardous, venture- 
capital simply will not take chances that 
are heavily loaded in favor of loss; it 
cainot be driven into taking such top- 
heavy risks, any more than water can 
be made to flow uphill. 

Venture-capital can only be enticed 
into action when there is sufficient cer- 
tainty and confidence in the long time 
future to give some assurance that it 
will have an opportunity to get enter- 
prises going, on their feet, and paying 
a return commensurate with the risk in- 
volved. A breathing spell is not enough; 
it implies both too brief a period, and 
the promise of some new form of 
harassment when the spell is spent. 

Since true venture-capital will not 
be harassed into action, any attempt to 
force the development of new enterprise 


‘‘Above all, it would be most 
helpful if Government adopted 
a fixed policy of encouraging 
enterprise to move forward, 
rather than attempt to tinker 
with the machinery of enterprise 
or substitute enterprise under 
Government auspices,’’ recom- 
mends Mr. Arnold in this por- 
tion of a recent address. 


is likely only to force into ihe risks of 
new enterprise the savings and deposits 
of people whose funds do not belong 
there. It is the function of savings in- 
stitutions to keep savings out of risky 
adventures in business. Surely 1929 is: 
not so far behind us that we can lose 
sight of this fact. 

The proper solution to present prob- 
lems lies not in. attempting to force 
savings and deposits, or the taxpayers’ 
money, into risks which private capital 
refuses, but in removing in so far as 
Government is able the threats which 
keep venture-capital at a standstill. 

No one in his right senses will deny 
that it is a function of Government to 
police business, and to see that business 
conducts itself in the best interests of 
the whole country. No business man 
of repute, I believe, objects to the aims 
of business and social reforms under- 
taken in recent years, even though he 
may question many individual phases 
of the way these reforms are drawn up 
and applied. 

I do not propose a retreat of Govern- 
ment. I propose a great forward step 
in Government. Modification of exist- 
ing laws—keeping their major objec- 
tives intact—will suffice to encourage 
business much. The start made in that 
direction has been most heartening. 

It would also encourage business and 
capital both if Government would adopt 
a resolute decision to return to Con- 
gress the powers which rightfully belong 
to it, thus proclaiming the end of emer- 
gency, and of many uncertainties as to 
the future. 

Above all, it would be most helpful 
if Government adopted a fixed policy 
of encouraging enterprise to move for- 
ward, rather than attempt to tinker with 
the machinery of enterprise or substi- 
tute enterprise under Government aus- 
pices. 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 
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“WHO’S RESPONSIBLE FOR MY BANK ACCOUNT?” 


By Dave Boone 
Columnist, The New York Sun 


(Reprinted by special permission) 


HE National Labor Relations Board 

has come out with a ruling that 

workers in banks come within its 
jurisdiction. Even if they are national 
banks, all I can say is that it’s going to 
seem mighty strange to have to shake 
off that feeling that a bank is sole boss 
of the fellows who -handle depositors’ 
dough. 

I always thought it was okay and a 
pretty good thing for a bank to get rid 
of any worker in whom it didn’t have 
complete confidence, that this was one 
matter that couldn’t be arbitrated, dis- 
cussed or even questioned. 

But the NLRB, which springs some- 
thing new every minute, thinks this is 
old-fashioned and all wrong. It ain’t 
enough for a bank to reach an opinion 
that a worker is lacking in honesty and 
competency. A feeling that Joe Whoo- 


zis isn’t the best type to have around a 
bank won’t do any more. The bank 
has got to wait until Joe does somethiag 
that the NLRB thinks unfits him to 
handle other people’s money. 

The ruling comes about because a 
California bank dismissed one bank 
clerk. The bank said he wasn’t a good 
clerk and had even made out a false 
expense account. The clerk said he was 
fired for union activities. The NLRB be- 
lieved the clerk and said the bank was 
a liar. 

I’m strong for union labor, but I’m 
just old-fashioned enough to think a 
bank is one place where hiring and fir- 
ing should be in the hands of the bank 
officials. Who’s responsible for my 
bank account, anyhow, the bank or the 


NLRB? 


CONFISCATORY TAX BURDEN ON INDUSTRY 


American Federation of Investors, Inc., Chicago 


ERE are some startling facts, re- 
vealed by a study of the 1938 
taxes paid by 163 representative 
American corporations. The survey 
was conducted by the American Fed- 
eration of Investors. An analysis of 
‘these statistics discloses the confiscatory 
nature of the tax burden imposed upon 
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American industry as a result of huge 
Governmental expenditures. 

The situation presented is of vital 
concern to all business leaders, and to 
workers, savers and investors. Some 
salient facts brought out in the study 
are enumerated in the following items: 

1. American industry paid more than 
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twice as much in taxes for 1938 as was 
paid in dividends to common stock- 
holders. 

2. Total taxes for 1938 amounted to 
almost two-thirds of net earnings, be- 
fore taxes and dividends. 

3. Gross assets of these 163 corpora- 
tions totalled 40 billion 379 million 
dollars. 

4. More than six and one-half million 
holders of preferred and common stock 
have invested all or a portion of their 
savings in the 650 million shares of 
hese 163 companies. 

5. The average number of common 
-hares owned by each of the 5 million 
“06 thousand common stockholders in 
these 163 companies is 104. More than 
three-fourths of the common stockhold- 
ers own not more than 100 shares each. 

6. The total number of employes of 
these 163 companies in 1938 averaged 
2? million 854 thousand, or less than 
one-half the number of investors in com- 
mon stock. The average number em- 
ployed per company in 1938 was 17,601, 
compared with an average of 21,141 
per company in 1937. 

7. Total taxes for 1938 paid by these 
companies were | billion 643 million 
dollars, 

8. Taxes for 1938 were equivalent to 
$283 per common stockholder and to 
$576 per employe. 


9. These taxes amounted to an aver- 
age of $2.73 on each share of the 602 
million 683 thousand shares of common 
stock, whereas the total amount paid by 
these 163 companies in dividends to the 
5 million 806 thousand holders of com- 
mon stock was equivalent to but $1.33 
for each share of common stock. 

10. Taxes consumed 61.6 per cent of 
the net earnings (before taxes) of the 
163 companies—almost two-thirds of 
such earnings. Nineteen of these com- 
panies reported a deficit before taxes, 
while the earnings of fifteen others were 
wiped out by taxes, leaving net deficits 
for the year. 

The disastrous effect upon industry 
of excessive taxes works hardships not 
only directly on individuals, but also 
indirectly on all policyholders in life 
insurance companies and depositors in 
savings banks, whose funds amounting 
to billions of dollars are invested in the 
securities of American industry. 

If free industry is to survive it must 
have the united support of millions of 
common people—workers, savers and 
investors—in upholding its rights and 
safeguarding its interests which con- 
tribute to the welfare of all. (This 
portion of the copyrighted folder “Taxes 
for 1938,” isswed by the American Fed- 
eration of Investors, Inc., is reprinted 
by special permission.) 


WHY MONEY IS IDLE 


Credit Executive Magazine, New York Credit Men’s Association 


N a recent letter to the Temporary 

National Economic Committee, Presi- 

dent Roosevelt urged that an inquiry 
be made as to why money is idle, why 
recovery is retarded. He asked indus- 
try to help him in this. search. The 
New York Credit Men’s Association an- 
swered the challenge, passing the Presi- 
dent’s query on to its 2,100 members 
in a special letter. 

Twenty per cent of the answers were 
signed by the presidents of the member 
companies; 60 per cent in all were 
signed. by company officers. The aver- 
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age letter was over two pages long; its 
tone was dispassionate. 

Twenty-eight industries were repre- 
sented in the answers. Among them 
were textiles and durable goods; paper 
houses, chemicals and. goods; building 
materials and paint; petroleum, metals 
and lumber. 

As it was impractical to prepare an 
exact statistical summary of this ma- 
terial because of its diversity, a digest 
was made of each letter and the opinions 
of the writers tabulated in order of fre- 
quency. The final survey offers no new 
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reasons for the stagnation of trade; it 
proposes no new remedies. Its value, 
however, is considerable, for this sur- 
vey shows, for perhaps the first time, 
the relative importance which business 
places upon the causes of poor trade; 
it reveals which remedies are most 
anxiously desired by businessmen. — 

Primarily, say the letters, the New 
Deal and its basic philosophy are the 
chief obstacles to recovery. The policies 
of the Administration are not only 
inimical to business, they are erratic as 
well, changing so frequently that no 
man can plan for the future with any 
degree of certainty. Many writers par- 
ticularize, blaming poor business upon 
governmental intereference and govern- 
mental competition. Some stress the 
antagonism of the Administration to- 
wards business; a slightly smaller num- 
ber believe that both Administration 
and business are to blame for this feel- 
ing of mutual dislike. The Administra- 
tion, others add, is interested only in 
reform; it regards recovery as inci- 
dental. 

The next greatest emphasis is placed 
upon the fiscal policy of the Administra- 
tion as a main cause of trade stagna- 
tion.. Taxes are excessive, ill balanced 
and punitive, conceived as a means of 
reform rather than as. a source of reve- 
nue. Criticism of the present tax policy 
is almost invariably bitter. Strongly 
condemned are the Surplus Profits, 
Capital Gains and Excess Profits taxes. 
A fair number add the social security 
taxes to this list. The unbalanced 
budget and the “spend for recovery” 
movement are regarded as a basic cause 


of the present lack of confidence. Fears 
of inflation spring from these factors, 
say the letters. Only a few men refer 
specifically to the Silver Purchase Act, 
cheap money or the Stabilization Fund. 
One or two believe that unwise loans to 
small business, costly relief policies, 
and the Federal income tax are major 
deterrents. 

Third in importance as an obstacle 
to recovery is the Wagner Act. Many 
correspondents feel that the rulings of 
the Federal Labor Relations Board are 
biased; that business is not given a fair 
hearing. Class schisms, say some, are 
being created by the labor policy of the 
Administration. 

Next in frequency of mention is the 
lack of incentive to industry under pres- 
ent conditions. Risks are so great, re- 
turns—thanks to confiscatory taxes—are 
so small that few companies care to ex- 
pand—few capitalists care to start new 
enterprises. This factor, it is pointed 
out, is both a result and a cause of 
present conditions. 

The European situation was men- 
tioned only nine times as a cause of the 
depression. Two of these mentions 
condemned the foreign policy of the 
Administration. Other deterrent fac- 
tors mentioned only a few times are the 
failure of the banks to lend, farm sub- 
sidies, and the reluctance of private 
capital to invest. A few feel that the 
country is still suffering from the effects 
of the World War; that there has been 
no basic improvement since 1931; that 
the population has grown too large; 
that technological progress has been 
too rapid. 


THE HALF YEAR’S PROFITS 
Monthly Report, The National City Bank of New York 


EPORTS published during the past 
month by 365 leading industrial 
corporations show combined net 
profits, less deficits, of approximately 
$397,000,000 for the first half year, 
which is double the $198,000,000 total 


reported by the same companies in the 
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depressed first half of 1938, when earn- 
ings had fallen 69 per cent below the 
1937 level and more than one-third of 
the companies were operating at a 
deficit. 

Capital funds of the group aggre- 
gated $11,220,000,000 at the beginning 
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of this year, upon which the half year’s 
profits were at an annual rate of 7.1 
per cent, compared with a rate of 3.5 
per cent on a slightly larger capital in 
the first half of last year. 

Separate figures available by quarters 
for 290 of these companies show com- 
bined net profits of $188,000,000 for 
the second quarter of 1939, compared 
with $178,000,000 for the first quarter 
of 1939 and $96,000,000 for the second 
cuarter of 1938. 

Financial results of these large com- 
panies, whose securities are listed on the 
stock exchanges and which publish 
statements promptly, indicate the trend 
of earnings, but are not fully representa- 
tive of earnings of all companies, large 
and small, complete reports of which 
are not available immediately. 

The second quarter of this year was 
similar to the first in showing marked 
recoveries in profits by most companies 


over those of a year ago, or changes 
from deficits to profits. In the iron and 
steel, automobile and various machin- 
ery, equipment and building material 
industries, in which profits had dropped 
sharply or disappeared entirely last 
year, the recoveries shown by tabulation 
this year are particularly striking. 

There are still numerous individual 
companies, however, whose earnings, 
due to special conditions, continue seri- 
ously depressed. In the steel industry, 
the higher operating rate permitted 
many companies to reduce or eliminate 
their deficits, but rate of return on capi- 
tal for the industry as a whole remained 
low because of the prevailing prices for 
steel products. Petroleum company 
earnings this year have in many cases 
been substantially lower than last year, 
although recently the margins between 
prices of crude oil and refined products 
have widened. 


THE DEBT BURDEN AND IDLE FUNDS 


Business Conditions Weekly, 
Bureau of Business Conditions, Alexander Hamilton Institute, New York City 


RIOR to the outbreak of the World 

War, in 1912 the long-term debt in 

the United States amounted to $36,- 
500,000,000. This was equal to 20.7 
per cent of the national wealth which 
amounted at that time to $176,700,000,- 
000. During the following decade, 
which included the World War period, 
long-term debts in the United States 
showed a sharp rise. 

The public debt, including Federal, 
state and local debts, rose from $5,200,- 
000,000 in 1912 to $32,400,000,000 in 
1922. The private debt rose from $31,- 
300,000,000 in 1912 to $51,200,000,000 
in 1922. The total debt in 1922 thus 
amounted to $83,600,000.000 as com- 
pared with $36,500,000,000 in 1912. 

During this decade, however, the na- 
tional wealth also showed a sharp rise 
and amounted to $342,800.000.000 in 
1922 as compared with $176.700.000,- 
000 in 1912. Consequently, the long- 
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term debt in 1922 in relation to the 
nation’s wealth was only slightly more 
burdensome than in 1912. In 1922, the 
long-term debt represented 24.4 per 
cent of the national wealth as compared 
with 20.7 per cent in 1912. 

During the following period of pros- 
perity, which ended with 1929, a fur- 
ther sharp increase occurred in long- 
term debts. The increase during this 
period, however, was confined entirely 
to an expansion of private debts. Pri- 
vate debts in 1930 totaled $84,500,000,- 
000 as compared with $51,200,000,000 
in 1922. Public debts in 1930, amount- 
ing to $32,200,000,000, were slightly 
smaller than in 1922. While there was 
an increase in state and local debts, 
this increase was more than offset by a 
reduction in the Federal debt. 

The drop in the public debt during 
this period offset only a small part of 
the increase in the private debt. Con- 
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sequently, the total debt in 1930 was 
$116,700,000,000 as compared with 
$83,600,000,000 in 1922. While there 
was a further increase in the national 
wealth during this period to $379,800.- 
000,000 in 1930, the increase in the na- 
tional wealth was less than the increase 
in the debt. Consequently, the debt in 
1930 amounted to 30.8 per cent of the 
national wealth as compared with 24.4 
per cent in 1922. 

Since 1930, a period which has been 
characterized by more or less depres- 
sion, long-term debts in the United 
States have shown a further increase. 
Total long-term debts rose to $126,200,- 
000,000 in 1937, the latest year for 
which debt figures are available. The 
increase in the total debt during this 
period was due entirely to the expansion 
of the public debt from $32,200,000,000 
in 1930 to $55,900,000,000 in 1937. 

This increase in the public debt more 
than offset a drop in private debts from 
$84,500,000,000 in 1930 to $70,300,- 
006.000 in 1937. While the national 
wealth in 1937 was higher than in 1930, 
the increase was not quite as large as 
the increase in the debt and, conse- 


quently, the debt in 1937 represented 
32.5 per cent of the national wealth 
as against 30.8 per cent in 1930. 

it is apparent that the debt situation 
at the present time is much more serious 
than in 1937. The public debt has 
shown a further increase and it has 
probably more than offset any further 
reduction in private debt. It may be 
estimated that the long-term debt at the 
present time is about $130,000,000,000. 
In the face of this increase of the debt, 
it is probable that the national wealth 
this year will be considerably less than 
in 1937 and will probably not total 
much more than $300,000,000,000. 
This indicates that the total long-term 
debt this year will be equivaleut to 43.3 
per cent of the national wealth. 

it is apparent that this heavy debt 
burden is one of the principal reasons 
why the current supply of loanable 
funds remains idle. When such a large 
proportion of the national wealth is so 
heavily mortgaged, the borrower hesi- 
tates to increase his debt burden, while 
the lender hesitates to loan money when 
credit is impaired by heavy indebted- 


ness. 


BANK REHABILITATION PROGRAM 


Federal Deposit Insurance Corporation 


HE first six months of 1939 saw 

realized a major portion of the 

corporation’s plans for rehabilita- 
tion of known weak spots in the coun- 
try’s banking structure. The outlay 
during that period of $64 million to 
protect the 359,138 depositors of forty- 
eight insolvent or hazardous insured 
banks represents the greatest single re- 
inforcement of the banking system since 
the wholesale injection of new capital 
following the banking holiday. The 
corporation used its loan powers to fa- 
cilitate mergers in cases involving three- 
fourths of the protected deposits, and 
these corrections were made without a 
dollar of loss to depositors of the in- 
stitutions involved and without any 
interruption to banking services. Despite 
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large expenditures during the period 
under review, the surplus of the cor- 
poration again increased, amounting to 
$135,183,000 as of June 30, 1939. 

It was natural, in view of the speed 
with which deposit insurance originally 
was put into effect and in view of the 
fact that certification of mere solvency 
was the sole requirement for admission 
to the temporary insurance fund, that 
some banks should become insured that 
had meager chances of long survival. 
It was clearly the intention of Congress, 
however, that insurance should be ex- 
tended to the greatest possible number 
of depositors. Leniency on the part of 
supervising officials in certifying the 
solvency of institutions under their 
jurisdictions, therefore, was probably 
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socially preferable to a too rigid meas- 
urement of asset sufficiency. 

In any event, a sizable segment of 
the corporation’s membership, from the 
beginning, represented a recognized 
hazard to the success of deposit insur- 
ance and to the general health of the 
banking system. Attempts at rehabili- 
tation of the problem institutions were 
the logical first step towards elimina- 
tion of the hazard. In order to’ permit 
the banks to write off known losses and 
to rebuild their capital funds, large 
amounts of preferred capital were sub- 
scribed. With the help of supervisory 
authorities the banks developed pro- 
grams for the improvement of manage- 
ment and for the retention of earnings 
which it was hoped would permit a 
reasonably rapid return to a sound basic 
condition and to profitable operation. 
The majority of such programs are 
working out satisfactorily. In some 


cases, however, the failure of local real 
estate markets to improve, inability to 
find competent management, dwindling 
earnings, repeated crop failures within 
a trade area, and other factors led to 
continued deterioration. 

The corporation has always held that 


prompt elimination of its known losses 
is essential to proper functioning of de- 
posit insurance. Prompt exercise of the 
corporation’s responsibility to pay de- 
positors or to facilitate mergers of in- 
sured banks in difficulty and constant 
application of supervisory standards 
that will keep all operating banks. in 
a sound condition are necessary to pre- 
pare the system properly for what eco- 
nomic contingencies the future may 
hold. 

The elimination of insolvent or 
hazardous banks that was accomplished 
during the first six months of this year 
involved the largest outlay that the 
corporation expects to be called upon 
to make during any comparable period, 
assuming that the corporation will 
possess adequate supervisory powers 
and that the trend towards more com- 
petent bank management will continue. 
There remain only a few insured banks 
of any size whose condition gives the 
corporation immediate concern. It 
should be possible to correct these 
situations before the end of 1939, in 
which event the corporation will have 
eliminated all known hazards except a 
few scattered small institutions. 


THE BUSINESS OUTLOOK 
Selected 


The Cleveland Trust Company 
Business Bulletin 


The defeat of the lending-spending 
bill will probably prove to be the most 
important business development of the 
year. Its long-term implications are 
constructive, because it means that the 
Congress has decided to reassert the 
control over spending that it had re- 
linquished. Its short-term implications 
are disquieting, for it means that the 
flow of pump-priming expenditures will 
probably be considerably reduced by 
the early months of next year. So far 
in 1939 the Federal deficit expenditures 
have been running at over 10 million 
dollars a day, including Sundays and 
holidays. 
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Our economic system requires a 
steady inflow of new funds in order to 
sustain its functions of supplying goods 
and services and providing employment. 
Under normal conditions it gets these 
funds largely from its own business sav- 
ings and from the sale of securities to 
investors. In recent years its savings 
have been meager, and its sales of se- 
curities have brought in little new 
money. The flow of pump-priming ex- 
penditures has provided an expensive 
and inefficient supplement to the reduced 
contributions from business, but under 
the abnormal prevailing conditions it 
has been a highly important supple- 
ment. 

Possibly private capital will now 
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gain such renewed confidence that it 
will: promptly and largely increase its 
investments in risk-taking enterprise, 
but there do not seem to be convincing 
reasons why it should. If important 
decreases in Federal spending develop 
in the coming months before private en- 
terprise steps up its expenditures suff- 
ciently to compensate for them, busi- 
ness activity will be adversely affected. 
A serious business downturn began two 
years ago this month when sudden re- 
ductions in deficit spending developed 
into important factors in _ bringing 
about the business slump of 1937-38. 

Deficit spending by Government 
should be tapered off, but that process 
should be accompanied by effective 
measures for increasing the expendi- 
tures of private enterprise through the 
removal of existing barriers against the 
prospects for profits. 


The National City Bank of New York 
Monthly Report 


All in all, business appears to be 
moving forward in a gratifying man- 
ner, and, barring an upheaval in Europe, 
it is difficult to foresee any basis for 
serious setback for some months at 
least. From all accounts, inventories 
generally are in sound position, busi- 
ness is proceeding with caution, and in- 
dustrial costs, while high, are not rising 
over any broad area. During the fall 
months the seasonal pickup in motor 
car manufacturing will be giving im- 
portant support to business. 

In sizing up the fall prospects, a fac- 
tor to be reckoned with will be a fur- 
ther mandatory raising of minimum 
wages and shortening of hours, under 
the Wage-Hour law, to take effect Octo- 
ber 24. The effect of this will be felt 
principally in the smaller industries 
and in industries employing a large pro- 
portion of unskilled labor, as the wages 
and, hours in the mass production in- 
dustries are already for the most part 
well within the provisions of the law. 
Indeed, it seems that a tendency of the 
law is to make big industries bigger 
and the small industries smaller; also 
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to speed the displacement of labor by 
machines. 

Despite the reduction of WPA ex- 
penditures, the total of Government 
spending will apparently remain high 
during the summer and fall. This con- 
tinued high rate of spending and the 
uncertainty as to the extent to which 
business has been made dependent upon 
it, continues to be a chief source of 
anxiety. 


National Association of Credit Men 
Monthly Review of Business, by 
Henry H. Heimann, Executive 
Manager 


Whether or not the moderate, encour- 
aging business upturn, which developed 
in the middle of July, holds through 
the summer weeks, it can be regarded 
as a probable forerunner of better busi- 
ness after Labor Day. 

The improvement in business should 
continue through the holiday season. 
Trade then should equal or better that 
experienced a year ago. On the whole, 
1939 should prove better than 1938, 
both as to business volume and earn- 
ings. Whether it will equal the reason- 
ably satisfactory year of 1937 is some- 
what questionable, but the possibility 
does exist and the record of the next 
few weeks will be quite important as to 
this possibility being realized. 

Business in general feels encouraged 
by several actions: 

1. The proposed investigation of the 
National Labor Relations Board indi- 
cates that the period of labor leader 
domination is drawing to a close. 

2. The treatment of the spending- 
lending program by Congress indicated 
a recognition of the need of economy 
and opposition to “blank check” grants 
of money and power to one branch of 
the Government. 

3. The Hatch Bill points to an effort 
to divorce relief from politics. In its 
actual workings it may not accomplish 
all that its friends claim for it, since 
one net result that appears possible will 
be the transfer of some political party 
power from the Federal field to the 
states. It can of course be a distinct 
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gain if the proper character of repre- 
sentation has control in the states; but 
thct cannot be quickly assumed for 
states and political subdivisions have 
now and always have had their share 
of political machines. 

4. The proposed legislation to define 
the limits within which bureaucratic 
agencies of Congress may act, can re- 
move one element of uncertainty in 
business operations. The huge group 
of decisions developed by Government 
bureaus, and having the effect of law, 
really make these bureaus a combina- 
tion of legislature, prosecutor, judge 
and jury. 

While business has been somewhat 
better, it does not mean that business 
men can take it for granted that the 
recent improvement ushered in a long- 
term period of business upturn. There 
are too many unfavorable influences at 
hand. It will be necessary to resolve 
them before we can be really hopeful 
that a long continued era of prosperity 
will be enjoyed. 


LaSalle Extension University 
Business Bulietin 


The basic strength of the economic 


system is well demonstrated by the 
progress which has been made this year 
in spite of obstacles. Industrial pro- 
duction for the first six months aver- 
aged 23 per cent above the first half of 
1938. 

In many important lines the increase 
over the 1938 half year has been even 
more striking. Steel ingots produced 
amounted to 18,629,927 tons, which was 
73 per cent higher. The automobile 
factories turned out 2,028,356 cars, or 
55 per cent more. Electric power out- 
put gained 10.5 per cent. Non-resi- 
dential building was 19 per cent higher, 
while residential construction showed a 
gain of 61 per cent. Significant in- 
creases in consumption are: 51 per 
cent more rubber, 65 per cent more cot- 
ton, 62 per cent more rayon, and 70 
per cent more wool. 

These comparisons are with the rela- 
tively. low level last year, but they do 
indicate what has been accomplished 


and the progress which has been made. 

Business is sometimes basically better 
than it feels. The upward movement 
has extended over a year with only one 
significant’ interruption. According to 
the present outlook, the average of 1939 
will be considerably above that of 1938, 
although below 1937. 


10) 
TRUST COST STUDIES 


I THINK it is essential that every trust 
department set up yardsticks or stand- 
ards of measurement by which it can 
determine the nature and amount of 
services required in each type of fidu- 
ciary work, determine the cost of 
handling different types of problems, 
and then fix and adhere to a uniform 
schedule of fees that will cover the cost 
and provide a reasonable profit. Busi- 
ness that cannot be handled at a profit 
under the uniform schedule must be de- 
clined. 

But before any fair schedule of fees 
can be determined, it is necessary to 
know the cost of rendering fiduciary 
services. I am convinced that any trust 
department that has not made a care- 
ful and analytical study of its operat- 
ing costs is simply operating in the 
dark with respect to any fee schedule 
it may have adopted. How can we be 
fair to our customers or to ourselves if 
we have no accurate knowledge of our 
costs? 

In studying our costs, let us also 
study our efficiency of operation to be 
sure that costs are not too high by rea- 
son of needless expenses. In afl fair- 
ness, we must be sure that operating 
efficiency is such that costs do not ex- 
ceed what is necessary and proper to 
provide adequate service. 

The efficient performance of a useful 
service is the beginning of good public 
relations. But in recent years we have 
come to learn that it is not only neces- 
sary to do a good job but that we must 
make the public aware of the effective- 
ness and economic usefulness of that 
job through informative interpretation. 
—Robert M. Hanes, president, Wa- 
chovia Bank and Trust Company, Win- 
ston-Salem, N. C. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


GOVERNMENT DEFICIT EFFECTS 


By Harotp G. MouLTon 
President, The Brookings Institution, Washington, D. C. 


E have had repeated warnings 

with respect to the dangers in- 

volved in the growth of the public 
debt—but somehow no calamity has as 
yet occurred. The fact is that many 
have reached the conclusion that this 
talk about Government deficits is only 
a bogey. Since the credit of the Fed- 
eral Government—as gauged by its abil- 
ity to borrow at low rates—appeared 
never stronger than now, many incline 
to the view that the increase of the pub- 
lic debt has as yet had no adverse effects 
—that it has served as a stimulus to 
private business without undermining 
the credit of the Government. 

The ability of the Government to bor- 
row at low rates is attributable mainly 
to the lack of satisfactory alternatives. 
Because of the stagnation in private 
capital markets current savings cannot 
find their accustomed outlets. Part of 
them lie idle in bank reserves; some of 
them have gone to bid up the prices of 
the outstanding securities of private cor- 
porations, with resulting low yields; 
and some have gone to the purchase of 
Government issues—particularly those 
of short-term, where the risk of ultimate 
loss is least. The Government has 
simply benefited by the dearth of com- 
peting private demands for the avail- 
able supply of investment funds. 

The other side of the picture is that 
the growth of the public debt has been 
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steadily increasing the amount of taxes 
that must be collected—without propor- 
tionately increasing the taxable wealth 
or the tax. paying capacity of the n.- 
tion. In the main, Government deficiis 
have gone for consumptive purposes 
which—whatever indirect benefits they 
may yield—do not produce capital 
values which increase the revenue yield- 
ing properties of the country. 

In short, the effects of persistent 
Government deficits are manifesting 
themselves chiefly in connection with 
the growth of tax requirements in rela- 
tion to taxable income. Our studies in- 
dicate that there has been a progressive 
increase in the ratio of taxes both to 
the gross income and to the net dis- 
tributable income of all classes of cor- 
porations. The result is a constant 
trenching upon the sums available for 
wage payments as well as for profits. 
The foundations of private capital en- 
terprise are thus steadily being weak- 
ened. 

Looking at the matter from the stand- 
point of total taxation in relation to 
total national income, we find that 
whereas total taxes absorbed from 11 
to 12 per cent of the national income 
in the twenties, in the years 1934 to 
1937 about 17.5 per cent was taken in 
taxes. In 1938 the amount absorbed 
rose sharply to 22.8 per cent—ac- 
counted for partly by a shrinkage in 
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national income and partly by a sub- 
stantial increase in the total revenues 
collected. The increase occurred both 
in Federal and in state and local taxes. 

The growth of public indebtedness 
also has a profound psychological effect. 
Growing fears of ever-increasing taxes 
and of the ultimate breakdown of Gov- 
ernment credit result, inevitably, in 
timidity with respect to the safety of 
long-term ventures, both on the part of 
business enterprisers and of investors. 
Short-term commitments such as those 
involved in current business operations 
in connection with the production of 
consumer goods will be readily under- 
taken; but uncertainty over the future 
seriously restricts long-term investment 
enterprise. 

The ultimate effects of Government 
deficits not only upon the credit of the 
Government but upon private invest- 
ment find illustration in current trends 
in France. The following summary 
statement covering French experience 
during the last decade was written by 


the French Finance Minister, M. Paul 
Reynaud: 

For four years. the State absorbed the 
whole of our national savings, mainly for 
unproductive purposes. Despite all the ar- 
tificial measures taken to reduce interest 
rates, to grant advances to traders and in- 
dustrialists, the French loan market has be- 
come one of the dearest in the world. 
Everyone knows that in practice it is 
impossible to obtain mortgage loans at 
under 9 or 10 per cent. Everyone knows 
that if there is the slightest risk a 
private borrower cannot obtain capital 
at less than 10 or 12 per cent. Be- 
tween 1928 and 1937 private issues of shares 
fell from 8.3 billions of francs to 1.2, while 
private issues of bonds fell from 6.4 to 2.3 
billions. The drop is large enough but 
would be even greater if account were 
taken of the depreciation of the franc. 
The collapse of private borrowing is due 
to the scarcity of available capital, a scar- 
city due principally to constant appeals 
from what has become almost the one and 
only borrower, the State. 


Persistent Treasury deficits and 
mounting indebtedness may thus event- 
ually destroy private investment.—From 
an address before the National Reiail 
Hardware Association. 


PERSONNEL TRAINING AND EDUCATION 


By L. H. Lopes 


President, The Pajaro Valley National Bank, Watsonville, Cal. 


ET’S assume that, after a satisfac- 


tory interview and investigation, an 


applicant for a bank position is 
hired and assigned to his or her duties. 
Then, what do we do? 


I am afraid that in too many cases 
we just call it a day’s work and pro- 
ceed to forget about the new employe 
and what happens to him from then on. 
To my way of thinking this is one of 
the greatest weaknesses of banking to- 
day, and a lot of the criticism that has 
been directed at banks can be attributed 
to the fact that we have failed to prop- 
erly educate and inform our employes 
on banking and economic problems so 
that they, in turn, could intelligently 
answer any inquiries directed to them. 


An uninformed or misinformed public 
is dangerous, and we have, in the per- 
sonnel of our banks, a most effective 
means of curing this situation if we will 
but take advantage of it. 

I am afraid that too many times the 
new bank employe goes to work on his 
books or in his cage and little is done 
to familiarize him with the operation, 
rules, and practices of the other depart- 
ments of his bank. 


Let me suggest that you make this 
test sometime in your own bank—have 
someone inquire of a commercial teller 
what the rules are for figuring interest 
on savings accounts. Your bank may 
be the exception, but the chances are 
that he will be unable to answer the 
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inquiry and will direct the customer to 
the savings department. 

Now, he may be asked ite same 
question and many others related to 
banking while at some social gathering 
or group, and have to plead ignorance 
or answer in an unsatisfactory manner. 
How much better it would be if the 
personnel of our banks could be so in- 
formed that any ordinary question on 
current banking practice and procedure 
could be answered uniformly and intel- 
ligently! 

The shifting of employes from one 
position to another occasionally has the 
dual advantage of giving them an op- 
portunity to gain general knowledge of 
the bank and making relief help avail- 
able during illness or vacations. 

New employes should be encouraged 
to take advantage of facilities offered 
by the American Institute of Banking. 
It is true that in rural communities 
class study is not always available, but 


excellent correspondent courses can be 
had through the A. I. B., and the assist- 
ance of an officer or senior clerk made 
very helpful. 

Officer and employe meetings provide 
ancther excellent medium for the ex- 
change of ideas, the offering of sugges- 
tions, and the dissemination of informa- 
tion. In our bank these meetings, 
attended by all officers and employes, 
are held at least quarterly, and more 
often if the occasion warrants it. Roll 
is called, regular minutes are kept, a 
different officer presides at each meet- 
ing, and all present are given an op- 
portunity to participate. 

We have found that if our employes 
are given a voice in bank matters, and 
if their suggestions and criticisms are 
solicited and considered, they are in- 
clined to take a more personal interest 
in the bank’s affairs and do better work 
in their respective positions.—From an 
address given at the Stanford University 
Business Conference. 


TO ENCOURAGE PRIVATE INVESTMENT 


By JosepH C. O’MAHONEY 
United States Senator from Wyoming 


HE trouble in the past has been 

that when anybody talks about en- 

forcing the anti-trust laws, although 
it is a popular enough topic of conver- 
sation at political conventions and dur- 
ing campaigns, the cry is always raised 
that to enforce the laws against 
monopoly would be to interfere with 
business. Surely business men should 
be able to see that this criticism is not 
sound. So far as I am personally con- 
cerned, I would be willing to forgive 
completely every violation of the anti- 
trust laws which has heretofore been 
committeed provided we could get an 
understanding that from now on 
monopoly and monopolistic practices 
which restrain free, private enterprise 
will no longer be permitted in the 
United States. I have no hesitation in 
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saying that the democratic principle of 
government cannot be maintained un- 
less this is done. 

With free enterprise thus protected 
from attack by private exploiters, then 
{ would guarantee it from attack by 
Government. I would go further, I 
would urge the enactment by Congress 
of laws intended to provide rewards for 
those who have the courage, the initia- 
tive and the ability to develop new en- 
terprise. I would be willing, for ex- 
ample, to cut the taxes in-half on all 
profits arising out of private investment 
in new enterprise so long as that new 
enterprise was not dominated by, or a 
part of, any monopoly. I would be 
willing to give credit for capital losses 
to the largest possible extent on all new 
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enterprise. I would adopt any reason- 
able expedient that would tend to en- 
courage men, private persons, to invest 
their savings in any sort of honest de- 
velopment. 

It is this sort of investment which 
provides real jobs at real wages. It is 
this sort of investment which leads to 
expansion. It is this sort of investment 
which the Government itself cannot un- 
dertake. When a private individual ex- 
periments with his savings and loses, 
the loss is his; when the Government, 
on the other hand, experiments with the 
future savings of the people to be ex- 


tracted from them by taxation and loses, 
all of the people lose. 

There is no doubt in my mind, there- 
fore, that instead of continuous deficit 
Government spending, instead of the 
promotion of consumption, instead of. 
or at least parallel with, the promotion 
of proper public investment in proper 
public enterprise we should devote all 
of our patience and ability to encourage 
individuals having savings to invest 
those savings in every proper form of 
free, private enterprise—From an ad- 
dress over the Columbia Broadcasting 
System. 


SOUND PERSONAL LOAN OPERATION 


By Otto C. Lorenz 


HAT are the things you as a 

banker must watch when you 

start your bank into the consumer 
credit business? What are the pitfalls 
you must avoid? And what must. you 
do to make your operation economically 
sound—not only for the present but for 
the world of tomorrow as well? 


First—a study of the funds you have 
available for this business; 

Second—a thorough job of market 
research to determine how much busi- 
ness you can get and on what terms: 


Third—a cost analysis, budget and 
forecast to determine whether the busi- 
ness will be profitable to you on those 
terms 5; 

Fourth—the creation of a competent 
staff under experienced guidance which 
will coérdinate the efforts of individuals 
and departments in your bank and see 
to it that you do this business profitably 
on terms more favorable than any yet 
enjoyed by your community.—From an 
address before the first annual confer- 
ence of the Bankers Association for Con- 
sumer Credit. 


LOAN AND INVESTMENT RESERVES 


By W. F. 


Vice-President, Wells Fargo Bank and 


HERE are some inherent risks ‘in 

the banking business—not in cash, 

but in our other two primary asset 
items—loans and investments. 


Loans: Of course, we only contem- 
plate, for commercial banks, _ self- 
liquidating loans. Departmental banks 
or savings banks usually include some 
real estate loans on an amortized basis. 
Nevertheless, I suspect no bank doing 
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GABRIEL 


Union Trust Company, San Francisco 


a general active business has entirely 
avoided losses in its loan pouch. The 
difficulty is that losses do not show up 
until some time after the loan was made. 
How are these to be met? It seems to 
me that unless the business will provide 
a margin of earnings sufficient to pro- 
vide for losses, it is not a success and 
will eventually be liquidated. The sug- 
gestion is therefore offered that a study 
be made of the history of the loan ac- 
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count, and from that a policy be 
adopted to set aside from earnings a 
contribution to reserves for loan losses. 
Charge-offs for loans can be made to 
this account and the account can also 
receive, as credit, recoveries which are 
not operating items. 

Investments: Today the average bank 
owns a list of bonds, diversified as to 
type and maturity. To the best of the 
banker’s ability, these credits have been 
selected and arranged to properly pro- 
tect their liabilities. It is his hope and 
belief that they will convert themselves 
into cash through maturity at times co- 
incident with their needs for funds. But 
no banker can guarantee this. The risk 
is inherent to the banking business. 
Suppose the bonds are all of prime 
quality, so that the credit risk is abso- 
lutely at a minimum. The remaining 
risk is one of market price, should need 
arise for sale. Therefore, it appears 


neither sound nor conservative to take 
up the full net income, after allowing 
for amortization of any premium, into 
the operating income account. Rather, 
I would suggest that a policy be adopted 
to set aside a portion of the income in 
bond reserve account. Any profit from 
sales of bonds should also be credited 
to this account and losses or charge-offs 
can be debited to this account. 

Reserves as above described for the 
loan and investment account, I believe, 
should be carried in the respective ac- 
counts and not in the capital accounts. 
I believe experience has proved the 
necessity of such a reserve policy and 
sound management will not consider the 
difference between income and outgo as 
net available for dividends until ade- 
quate provision for reserves has been 
made.—From an address before the 
Third Annual Business Conference. 
Stanford Business School. 


TELL THE REAL STORY OF BUSINESS 


By Paut GARRETT 
Director of Public Relations, General Motors 


HE time has come when we must 
{pore ourselves that the institu- 
tion is greater than the product. 
We want, of course, to create in indi- 
viduals the desire for a Chevrolet, a 
Plymouth, or a Ford, or whatever we 


have to sell. That we have done well. 
But more important far is it that we 
give individuals an understanding of the 
economic system that makes the product 
available. Unless we can somehow 
strengthen belief in our institutions, 
soon there will be no products. Ex- 
perts in the technique of presenting a 
product, we have not presented the in- 
stitution. So we face this curious 
anomaly. The products of industry 
rank high in public esteem, but the en- 
terprises that create them are damned. 
As advertisers we have built personal- 
ity into the merchandise but left the or- 
ganization to be delineated by critics. 

True we have been superficially 
mindful of the institution, but we have 
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glorified it as an abstract masterpiece 
to be admired from afar. We have 
written copy by the ton on the size of 
the industrial structure—-and, incident- 
ally, to be of greatest public service. 
it must remain big. We boast more 
motor cars, more telephones, more 
radios, more refrigerators and. more 
bathtubs than the rest of the world put 
together. But I ask is that the point? 
We glory in services we render through 
fast deliveries, fast news dissemination, 
fast communications, fast transportation 
—the quickened pulse of everything we 
do. We have been proud of our accom- 
plishments. 

But lately we have begun to wonder 
whether we should be proud. Is that 
not a ridiculous turn of logic? Do we 
not miss the point completely? The 
trouble is not in our size. The trouble 
is our stupidity in picking that in itself 
as a theme to interest others. Size has 
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no importance to the individual except 
as it relates to his own well being. Show 
him how his fortunes move with the 
institution’s and he will be for the in- 


stitution, big or small. We have not 
done that simple thing.—From an ad- 
dress before the Advertising Federation 
of America. 


WHAT IS BUSINESS? 
By Ray A. Ite 


Vice President, National Shawmut Bank, Boston 


XACTLY what do we mean by the 
term “business”? Try to explain 
fully and completely just what 

business is, and you will discover that 
you are explaining the outstanding facts 
of American life. In explaining busi- 
ness, you go a long way toward explain- 
ing what made this country the best 
place in the world in which to live. 

We in the United States are only 7 
per cent of the world’s people. We own 
half of all the wealth in the world. We 
have 71 per cent of the world’s auto- 
mobiles, 52 per cent of its telephones 
and 40 per cent of its radios. How did 
all this come about? 

Why is the standard of living in 


America higher than anywhere else? 
Why are we so well off that we consume 
one-fourth of all the sugar produced in 
the world, one-fourth of the coffee, and 
three-fourths of all the silk? Why do 
we use one-half of the world’s produc- 
tion of coal, and one-half of all the 
electric power? All for a mere 7 per 
cent of the world’s population! 

If you provide a complete answer 
to all these questions, you will also 
have a good answer to the question 
“What is business,” for it is through the 
workings of business that America has 
won economic leadership.—From a 
recent radio address. 


PRODUCTION CREDIT ASSOCIATION COMPETITION 


By Georce M. STARRING 
Secretary, South Dakota Bankers Association 


WO years ago the Research Com- 

mittee of the Washington Bankers 

Association conducted and _ pub- 
lished the results of a survey on the 
extent of Production Credit Association 
competition in that state. Because Gov- 
ernment authorities refused to allow the 
committee to review the complete re- 
ports of the Production Credit Associa- 
tions in that state, a survey was con- 
ducted to determine the quality of the 
loans made by one of the associations 
in four different counties of the state. 
A list of the borrowers was obtained 
from the chattel mortgage filings in the 
auditor’s office of each county for the 
three months’ period beginning April 1, 
1936. The loans were listed and copies 
of the list were sent to all members of 
the association in the counties included 
in the survey. 
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This part of the study indicated that 
the PCA’s in these particular counties 
were taking short-term farm credit 
which would otherwise be handled by 
banks. The figures showed that during 
the period over $91,000 in loans were 
made in the four counties and additional 
commitments of over $46,000 involving 
in all 116 different loans. Banks in the 
counties studied indicated that 107 of 
these borrowers were known to them 
and that 74 out of the total of 116, or 
about 64 per cent, could have been taken 
care of by the individual banks. From 
comments I have had from members in 
my state, probably an even higher per 
cent of the loans being made by the 
Production Credit Associations could be 
handled by local banks. 

The problem before us is how this 
competition may be met or the activities 
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of these governmental agencies cur- 
tailed. The conclusion of the American 
Bankers Association Committee on 
Banking Studies, after studying the 
problem in 1936, was that it was a local 
problem which could be solved only 
by local study and local effort. The 
committee stated, however, that it was 
a purely fact-finding body and was not 
in a position to offer any easy solution 
to the problem. I know that there are 
a great many small banks in my state, 
and probably in yours, whose pros- 
perity depends upon such agricultural 
loans and who have suffered a loss of 
business because of these associations 
who are striking at the very roots of 
our American system of private bank- 
ing. I believe many of our country 
banks are not fully cognizant of the in- 
roads being made by these associations 
and therefore have not extended their 
best efforts in meeting this competition. 
There is a possibility that many banks 
are attempting to maintain interest rates 
entirely out of line with those obtain- 
able in other fields of credit. In 1936, 
the A.B.A. advised that a study of the 
Board of Governors of the Federal Re- 
serve System showed that 2,451 banks 
out of 4,949 reporting were charging 
from 7 per cent to 10 per cent interest 
on agricultural loans. It is interesting 
to note, however, that these rates pre- 
dominated in the south and the far 
west, in regions where it is probably 
more risky to extend credit. The ad- 
vantage which Production Credit Asso- 
ciations seem to have over commercial 
banks in this type of loan is the fact 
that they have all sorts of risks spread 
over the entire country and may offer 
the same rate to them all even though 
it should be graduated. It is reasonable 
to assume, therefore, that in areas where 
banks charge a high rate of interest, in 
keeping with the risk involved, that 
Production Credit Associations should 
be able to gain a strong foothold. 
Whether or not this is so I do not know 
as I did not analyze the figures that 
carefully but assumed it from the facts 
already referred to. 

Those to whom I have talked relative 
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to this problem have advanced various 
plans for meeting it. One state’s solu- 
tion .to.the problem would be to pass 
legislation placing Production Credit 
Associations on the same taxable basis 
as private banks. Someone else has 
suggested that the activities of these as- 
sociations might be restricted by passage 
of legislation which would provide that 
they could not make a loan without 
first securing a statement to the effect 
that a commercial bank had refused it. 
Some believe that the only approach to 
the problem is through the Federal Inter- 
mediate Credit banks,—the thought be- 
ing that if commercial banks refused to 
purchase. the debentures of such banks 
that the price paid for them would 
drop and as a result Production Credit 
Associations would have to pay a higher 
discount rate which would in turn have 
the effect of raising the interest rate 
which they charged their farm borrow- 
ers. Others believe that Production 
Credit Associations should be compelled 
to withdraw from the field entirely 
since the loans which. they are making 
are entirely within the field now being 
served by private commercial banks. 
Still others believe that in seeking legis- 
lation against Production Credit Asso- 
ciations we are merely butting our heads 
against a stone wall and the problem is 
one which must be solved by the in- 
dividual banker. It is their contention 
that the Production Credit Associations 
in their low rate do not have much ad- 
vantage over private commercial banks 
since they charge inspection fees and 
make other charges which bring the 
rates pretty close together. They be- 
lieve that the reason the Production 
Credit Associations have been able to 
make the progress they have is at- 
tributed to the fact that they are very 
aggressive in seeking out prospective 
borrowers. Someone has _ suggested 
that if banks were to lower their rates 
somewhat and take the time and trouble 
to keep in contact with their own and 
prospective borrowers that the PCA’s 
would soon find themselves without 
adequate loans to pay their overhead. 
—From an address before the Central 
States Banking Conference, Detroit. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


F. A. A. Convention 


Unique in the way of conventions will 
be the twenty-fourth annual meeting of 
the Financial Advertisers Association 
in Toronto, Canada, September 11-14. 

Although the association is made up 
of public relations representatives of 
financial institutions in the United 
States and Canada, this is the first time 


‘““EYE-CATCHERS’”’ 


These bank ads caught our eye 
and made us read the ad. How 
about you? 


Cattle and Hogs 
Are ‘‘Cash Crops’’ 
—Birmingham Trust and Sav- 
ings Company, Birmingham, 


Ala. 


You Have a Will 
Although You May Not Know It 


—First National. Bank, Fort 
Worth, Tex. 
What Lies Beyond 
the Hill? 
—Rhode Island Hospital Trust 
Company, Providence, R. I. 
What’s Happened 
in Mobile? 
—Merchants 


Mobile, Ala. 


Yours for Better Living 


—National Bank of Tulsa, 
Tulsa, Okla. 


National 


Bank, 
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the organization will hold its meeting 
on Canadian soil, and many unusual 
features are promised by the Canadian 
hosts. 

Morning sessions of the convention 
will feature dramatizations emphasizing 
public relations problems in the 25- 
year career of an hypothetical financial 
institution, from its day of opening to 
the celebration of. its twenty-fifth anni- 
versary. Such problems as advertising, 
selling, publicity, public relations, em- 
ploye and officer training, and the 
bank’s place in the community will be 
discussed in dramatic form, with mem- 
bers from the Chicago, Cleveland and 
New Jersey chapters providing the cast 
of characters. 

Speakers of note who are authorities 
on the various topics discussed will 
participate in the dramatizations at ap- 
propriate points in the action. 

These dramatizations each morning 
will be preceded by an hour’s “school 
of selling,” conducted by an eminent 
sales counsellor who will adapt the 
psychology of sales to the selling prob- 
lems of financial institutions. 

The exhibit of outstanding financial 
advertising, always a feature of the 
convention, will be on display. Special 
booths have been provided for exhibi- 
tion of equipment and systems of inter- 
est to public relations men and women. 

Afternoons will be devoted to forum 
sessions conducted by trust, savings, in- 
vestment and commercial departmentals, 
and attention will be given to the vari- 
ous media and sales problems in finan- 
cial advertising and public relations. 

The entertainment schedule will be 
typically Canadian, and an interesting 
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Bumpinc For Topay 
Preparing 
for the Future 


buslding met only lor today but for the future 
growth which we feel confident is assured 
flee our city. 


About the first of Juty, just alter our 28th 
.* 


Opening gun in its campaign to 

stimulate interest in an extensive 

remodeling and enlargement of the 

bank’s quarters, this one-fourth page 

ad told of the work being done and 

urged readers to watch for following 
ads in the series. 


program is being provided for women 
delegates. 

Stephen H. Fifieid, vice-president of 
the association, and assistant vice-presi- 
dent of the Barnett National Bank, 
Jacksonville, Fla., is program chair- 
man, while G. Lorne Spry, advertising 
manager of The Canada Trust Com- 
pany, London, Ontario, is general chair- 
man of the convention. George Everett, 
assistant vice-president of the First Citi- 
zens Bank and Trust Company, Utica, 
N. Y., is president of the association. 


Telephone Technique 


“Murder by Telephone” is the title 
of a recent folder in the “Timely Talks 
With the Members of Our Staff” series 
prepared by the Bauder-Baker Finan- 
cial Advertising Company, Chicago, for 
distribution to bank employes. An ex- 
cellent introduction summarizes the im- 
portance of proper telephone technique 
in bank public relations, and this is 
followed by a clever scoring chart which 
enables the reader to score himself on 
his telephone efficiency. 


Auto Financing Media 


Newspaper display advertising, com- 
mercial statement enclosures, direct 
mail, window or lobby posters, radio 
and newspaper classified advertising, in 
the order named, are the ‘principal 
media used by 105 American banks to 
promote automobile financing business 
—that is, the discounting of dealers’ 
notes. This is the result of a survey 
by the Financial Advertisers Associa- 
tion, covering certain phases of adver- 
tising and promotion used by banks to 
develop automobile financing business. 
Banks in various-sized cities were in- 
cluded in the survey. Most of the 
banks replying have been offering auto- 
mobile financing for five years or less; 
approximately half of them for less 
than three years. 


How Long? 


“How Long Is 25 Years?” asks the 
Union Bank and Trust Company, Los 
Angeles, Cal., in an attractive twenty- 
fifth anniversary folder. Listing dates 
of memorable local interest during the 
past quarter century, such as the found- 
ing of movie studios, first ship to dock 
at Los Angeles Harbor’s first municipal 
wharf, completion of the city’s Colli- 
seum, etc., the booklet provides consid- 
erable reader interest and a_ logical 
means of calling attention to the bank’s 
growth during these years. 


Anniversary-Remodeling 


An excellently publicized remodeling 
of the bank’s quarters brought thou- 
sands of persons to the recent reception 
at The Merchants National Bank of 
Mobile, Ala. Starting with a quarter- 
page newspaper ad captioned “Building 
for Today, Preparing for the Future,” 
readers were told of the remodeling and 
planned reception, and were urged to 
watch for following ads describing the 
various improvements. Additional quar- 
ter page ads followed, telling of the 
enlarged savings department, the new 
vault and safe deposit department, the 
enlarged foreign department, the air 
conditioning, and the improved trust 
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department quarters. On the day of 
the reception, which marked the bank’s 
thirty-eighth anniversary as well as 
completion of the remodeling, a full 
page advertisement invited readers to 
attend, and called attention to the in- 
dustrial, commercial and civic, port, 
and banking progress of Mobile during 
the past ten years—listing the high- 
lights in each of these fields. To com- 
memorate both the anniversary and the 
completion of the remodeled quarters, 
« fifty-four page souvenir booklet was 
issued. This contained a_ historical 
-ketch of the bank and of the city of 
Mobile, as well as a description of the 
improvements, and was illustrated with 
‘ifty-five photographs. Many of these 
‘Ilustrations show quaint Mobile scenes 
of a generation ago—the old mule cars 
the street railway system, the first 
1otorized fire engine, downtown streets 
when a three-story building was a “sky- 
‘raper,” etc. Clever tie-ups between 
the progress of Mobile and that of the 
hank were accomplished in the text and 
by means of chapter headings—for ex- 
ample, “Mobile Was a Horse and Buggy 
Town When the Merchants Bank Was 
Established,” and “Mobile Had No 
Paved Streets When the Merchants 
Bank Was Established.” All directors, 
officers and employes served as a com- 
mittee to welcome reception guests. 
Every department of the bank from the 
basement to the pent house was thrown 
open to the public from 5 to 10 o’clock 
in the evening, and every office in the 
eighteen-story building was illuminated. 
Signs in the various departments and 
on pieces of equivment called attention 
to services and facilities which might 
he unfamiliar to the public. 


Northern Trust Anniversary 


Commemorating its fiftieth anniver- 
sary on August 12, The Northern Trust 
Company, Chicago. issued an attractive 
twentv-four page 11 x 14 souvenir book- 
let. A friendly note from President 
Solomon A. Smith was attached to each 
booklet, suggesting, in part: “We have 
prepared this folio, which describes 
Chicago as the founders of the bank 


“Our bills are paid and 
our budget is balanced 
again!...thanks to 
the First Wisconsin 


TIME-CREDIT 
PLAN” 


, Even the best-regulated budgets 


sometimes slip “into the red.” But 

when bills pile up and you could make good 

use of extra cash, there’s no need to let money 
worries nag you. Find out how the First Wis- 
consin TIME-CREDIT Plan can help you. 
Under this sound and thrifty plan, Personal 
Loans are made for a wide variety of personal 
and family needs . . . loans of $50 to $1000. . . 
with or without collateral or co-signers .. . payable 
in convenient monthly installments. You enjoy 
the money-saving advantage of low bank rates... 
plus friendly, helpful bank service . . . when you 
borrow from the First Wisconsin. And you 
establish a valuable credit relationship. You 
need not be a bank customer to obtain a loan. 
a Inquire at any First Wisconsin 


office...or phone MArquette 1300. 
CREDIT QED. Stablish Bank Credit 


FIRST WISCONSIN 
NATIONAL BANK 


OF MILWAUKEE « /3 comuenient locations 


Attractive layout, and friendly, in- 

formal copy are used to gain and 

keep the reader’s attention to this 
personal loan advertisement. 


knew it, and illustrates scenes typical 
of the year 1889. This book comes to 
you in the year of our fiftieth anniver- 
sary. It brings with it the good wishes 
of all of us here at The Northern Trust 
Company. We hope that you will en- 
joy these historical reminiscences as we 
have enjoyed compiling them for you.” 
Three and one-half pages of excerpts 
from the headline news of 1889 are fol- 
lowed by four full page scenes from 
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old Chicago, a reproduction of the first 
advertisement carried by the bank in 
1889, a list of the first directors and of 
those on the board today. 


‘Call on Us for Financing”’ 


Short copy and simple illustrations 
are used in a series of ads being carried 
by The Irvington National Bank, Irv- 
ington, N. J., to call attention to their 
home improvement loan facilities. Typi- 
cal captions of the ads: “Make Your 
Attic An Extra Bedroom,” “Modernize 
Your Bathroom,” “Make Your Cellar 
a Place to Play and Entertain.” Each 
ad finishes with: “Call on us for financ- 
ing this or any other modernization 
plan for your home,” or some similar 
invitation. 


3,325 Cigar Workers 


Continuing their ad campaign call- 
ing attention to the workers and indus- 
tries of Trenton, The Broad Street Na- 
tional Bank, Trenton, N. J., this month 
carries an ad captioned: “Friends of 
Trenton: 3,325 Cigar Workers.” A 
brief description of the part played by 


workers in this industry toward the wel- 
fare of the city as a whole is given, and 
the bank’s part in serving these people 
is stressed. 


- 


Mount Vernon Series 


“Mount Vernon’s First Electric 
Plant,” and “When a Trolley Ride Was 
a Day’s Outing,” are the captions of 
the two latest ads in the fiftieth anni- 
versary series being carried by the First 
National Bank, Mount Vernon, N. Y. 
With illustrations of the first electric 
plant and of an early day trolley car, 
the ads reminisce a bit, then tie-in di- 
rectly with the bank. In the “Electric 
Plant” ad, for example, attention is 
called to the bank’s use of electricity 
“as a time and labor saver, to operate 
safety devices and for advertising pur- 
poses. Electricity speeds up the adding, 
bookkeeping and posting machines, 
runs apparatus for photographing 


checks and is essential to the sound de- 
tectors which instantly warn the police 
of any attempt to tamper with the safe 
deposit vaults. At night, electricity 
lights the sign atop the bank building, 
displaying three words which fifty years 
of service has built into a symbol of 
safety to the people of Mount Vernon 
—First National Bank.” 


Comptroller Approach 
A booklet directly slanted toward the 


comptrollers of large corporations, sug- 
gesting that they refer employes’ re- 
quests for loans to the bank, has been 
issued by the Federation Bank and 
Trust Company, New York City. A 
cleverly illustrated front cover shows 
the comptroller surrounded by employes 
desirous of loans, and carries the cap- 
tion: “The comptroller of almost every 
large corporation periodically faces this 
unpleasant situation. . . .” Details of 
the Federation’s personal loan plan in 
coéperation with executives of large 
companies are given in following 
pages. The executive is invited to either 
refer the employe direct to the bank, 
or to call and let the bank’s representa- 
tive contact the employe whenever an 
“advance” or loan is requested. Ad- 
vantages of this plan to the comptroller 
or other executive are listed—time and 
embarrassment saving, elimination of 
“advances” or “loans to employes” 
from the financial statement, keeping 
employes from the clutches of “loan 
sharks,” protecting the company from 
possible loss, etc. 


What’s Wrong? 


The monthly Journal folder issued by 
The Union and New Haven Trust Com- 
pany, New Haven, Conn., was recently 
devoted to a few worth while sugges- 
tions on the’ proper writing of checks. 
Six improperly drawn or ‘endorsed 
checks are illustrated, and notations op- 
posite each explain just what is wrong 
—indefinite payee, amount improperly 
written so that it invites alteration, im- 
proper endorsements, etc. 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


Wisconsin Public Meetings 


Thousands of people in and near 
Janesville, Stevens Point and Eau Claire 
will be the special guests of their banks 
at a series of public meetings to be held 
jor three consecutive evenings, begin- 
ning Thursday, September 7, according 
to W. J. Tesch, president of the Wiscon- 
sin Bankers Association. Similar public 
meetings were held in key cities a year 
ago as a part of the association’s dis- 
trict meetings and also in Milwaukee 
at the annual convention in June. Pub- 
lic interest in and approval of these 
“open house” meetings led the Wiscon- 
sin Bankers Association to plan for an- 
other series this year to accommodate 
people in areas not previously included. 
Each of these meetings will feature John 
Carter, radio star and tenor of the Met- 
ropolitan Opera Association, and Wil- 
liam A, Irwin of the American Bankers 
Association as the guest speaker. Guest 
tickets will be distributed by the local 
banks. 


Savings Service Charge 


In explanation of a new ruling in its 
savings department, The Irvington Na- 
tional Bank, Irvington, N. J., has sent 
the following notice to savings deposi- 
tors: 

“Pursuant to a resolution adopted by 
the board of directors of this bank, the 
number of free withdrawals to which 
depositors with balances under $500 
will be entitled, in semi-annual interest 
periods, will be one for every $100 of 
balance. Additional withdrawals will 
be subject to a service fee of 15 cents 
per withdrawal, payable at the time of 
withdrawal. For example, balances of 
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$100 will be entitled to one withdrawal 
per period, $200 two, $300 three, $400 
four, and $500 five. 

“Savings accounts were designéd as 
limited withdrawal accounts. In sav- 


ings accounts people accumulate funds 


to safeguard their old-age or for emer- 
gencies. But it is becoming general ex- 
perience in the banks of the country 
that the number of withdrawals against 
the small savings account is increasing. 
In some banks, 25 per cent of all with- 
drawals occur in accounts under $25 
average balance. As many as fifty 
withdrawals per year occur in some of 
these accounts. The earnings on such 
small balances cannot possibly cover 
the cost of service required by such de- 
positors. 

“We desire that no action of ours 
disturb the habit of thrift. The action 
that we have taken encourages the real 
thrift depositor. It is our earnest hope 
that we may receive the codperation of 
those depositors whose accounts have 
been unduly active by having them put 
their accounts on a true thrift account 
basis.” 


Pennsylvania Loans 


Assertions that banks are not ade- 
quately serving the credit needs of the 
business men and business firms of 
their communities are answered, so far 
as one state is concerned, by figures 
submitted to the American Bankers As- 
sociation by 417 banks in 290 cities 
and towns in Pennsylvania showing that 
these banks made 231,236 new loans 
aggregating $372,350,286 during the six 
months’ period between January 1 and 
June 30, 1939. The average number 
of new loans per bank was 555 and the 
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average size of the loans was $1,610. 

The 417 reporting banks represent 43 
per cent of the 965 banks in the Key- 
stone State holding membership in the 
ABA. Based on the showing of these 
417 institutions it can be estimated that 
considerably more than 300,000 new 
loans were made by the 965 ABA mem- 
ber banks in Pennsylvania in the six 
months’ period, amounting to some- 
where in the neighborhood of one-half 
billion dollars. 

The same 417 banks report that in 
addition to new loans they made 675,- 
498 renewals of existing loans, these 
renewals amounting to the continuation 
of credit extensions totaling $750,393,- 
485. The average number of loans re- 
newed per bank was 1,620, and the 
average renewal was for a loan of 
$1,111. Applying these figures from 
43 per cent of the banks to the whole, 
it can be estimated that the ABA mem- 
ber banks in Pennsylvania renewed ap- 
proximately one million loans during 
the first half of 1939, aggregating 
somewhere around $1 billion. 

These 417 banks also report the mak- 
ing of 6,378 new mortgage loans aggre- 
gating $25,365,244, that the average 


number of new mortgage loans per bank 
was fifteen, and that an average size of 
the mortgages was $3,977. 

In addition to making loans on in- 


dividual applications, banks in the 
larger cities maintain what are known 
as “open lines of credit” in specific 
amounts, available at all times to estab- 
lished regular commercial borrowers. 
Seventy-two banks report such “open 
lines of credit” on their books, in the 
sum of $330,000,000. These seventy- 
two banks report, however, that only 
$80.000,000, or 24 per cent, of this 
credit is actually being used, as of June 
30, by business firms and corporations. 


Pay-Your-Doctor-Week 


An announcement concerning the 
medical profession and the banking busi- 
ness appeared recently in the advertis- 
ing columns of all Boston newspapers. 
The National Shawmut Bank of Boston 
inaugurated a codperative movement 
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his own credit. 


with the medical and dental professions 
by designating a “Pay-Your-Doctor- 
Week.” 

In making the announcement, Walter 
S. Bucklin, president of the bank, 
stated : 

“No single group of creditors is more 
worthy of our help and codperation 
than the doctors and dentists upon 
whom we depend for the health of our 
communities. In codperating with the 
medical and dental profession by mak- 
ing it possible for their patients to bor- 


row direct from the bank we hope to 


acquaint the public with our sincere de- 
sire to extend credit accommodations for 
all such worthy purposes. Bank loans 
have so long been associated in the pub- 
lic mind in terms of ‘How much col- 
lateral do they demand’ that the avera;:e 
person hesitates to apply for a loan cn 
Therefore, in makirg 
loans to individuals for the payment of 
accumulated doctor bills or as a means 
of assisting them in obtaining needed 
medical attention, we hope to dispel 
any and all misconceptions on this su)- 
ject.” 


Trylon and Perisphere Money 


If you think the Trylon and Peri- 
sphere motif of the New York World’s 
Fair is of modern origin, you should 
see the miniature reproduction of this 
theme in the Chase National Bank ex- 


‘hibit of moneys located at 46 Cedar 


Street, New York City. As you enter 
the room your eyes catch a glimpse of 
a small exhibit entitled “The World of 
Yesterday.” On close inspection you 
find a “Trylon” in the form of an 
ancient clay due bill from Chaldea, 
about 2500 B. C., with cuneiform in- 
scription on it, and a “Perisphere” in 
the form of a round specimen of stone 
money from ancient China. 


ABA Trust Conference 


The public relations side of the trust 
business will be the dominant theme of 
the seventeenth regional trust confer- 
ence of the Pacific Coast and Rocky 
Mountain states, to be held in -Los 
Angeles, September 19-20 under the 
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auspices of the Trust Division of the 
American Bankers Association, accord- 
ing to the program announced by 
Samuel C. Waugh, president of the 
Trust Division, and executive vice presi- 
dent and trust officer of The First Trust 
Company, Lincoln, Nebraska. 

Speakers representing large and in- 
fluential lay groups will present the 
viewpoints of the attorney, the family, 
and the business man. Other addresses 
of a more technical nature will deal 
with current trust problems, each to be 
presented by an authority in his field. 


Fereign Funds Accumulation 


The value of merchandise exported 
from the United States in the. first six 
months this year declined to $1,415,- 
000,000 from $1,591,000,000 in the 
same period last year, according to the 
Alexander Hamilton Institute. June 
was the only month this year in which 
exports were higher than a year ago. 
Imports .of merchandise into the 
United States, on the other hand, rose 
from $961,000,000 in the first half of 
last year to $1,095,000,000 in the cor- 
responding period this year. 

Despite these trends, exports this 
year still exceeded imports, although 
the excess was only half as large as it 
was a year ago. The excess in the first 
six months of this year was $321,000,- 
000 as against $630,000,000 last year. 

During the first half of last year, 
imports of gold and silver were not 
sufficient to pay for the exportable 
surplus and foreign countries were ob- 
liged to draw on their funds which 
they had accumulated in the United 
States. This year, however, as the re- 
sult of a sharp increase in gold and 
silver imports and the drop in the ex- 
portable surplus of merchandise, for- 
eign countries were able to add a large 
amount to their funds held in this 
country. 


Mutual Savings Gain 

The amount of deposits in the 134 
mutual savings banks of New York 
continued, during the quarter ending 
June 30, to show as substantial a gain 
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as was registered in the first quarter of 
this year, while the number of deposi- 
tors also continued to increase meas- 
urably, according to a report issued by 
the Savings Banks Association of the 
State of New York. ; 

Deposits, as of June 30, aggregated. 
$5,514,256,154, a gain of more than 
$36,000,006 for the three-month period, 
an increase of over $109,000,000 over. 
December 31, 1938, and a gain of ap- 
proximately $1,178,000,000 for the 
twelve-month period ending June 30, 
1939. All of these increases are con- 
siderably in excess of the dividends 
credited, which have been at the rate 
of 2 per cent per annum for the past 
year. 

The gain in the number of depositors 
for similar periods was at a lower rate 
of acceleration than the dollar volume 
of deposits. For the quarter ending 
June 30, 1939, the increase was 6,515; 
for the six months ending the same 
date, 49,194; and 58,098 increase over 
June 30, 1938. The total number of 
depositors now listed aggregates 5,973,- 
672. Dividends declared for the quar- 
ter ending June 30 are estimated to be 
in excess of $27,000,000. 


Capital Issues Lesson 


Commenting on capital issues, the 
Cleveland Trust Company Business 
Bulletin states: 

“During the 34 years since the be- 
ginning of 1906 the New York Journal 
of Commerce has been compiling 
monthly records of the dollar volume 
of the new capital issues of corpora- 
tions, and these records go much 
farther back than any of the other pub- 
lished series. The data of the Journal 
include the bonds, notes, and stocks of 
corporation issues of over $100,000 in 
amount. They combine the issues sold 
for the purpose of securing new capi- 
tal, and those floated in order to re- 
finance previously existing issues. 

“For the first 13 years of the period, 
up to the end of the world war, the 
annual volume of new financing was 
less than two billion dollars although. 
it moved above that level in 1912 and 
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1916. Almost seven-tenths of it was 
made up of bonds and notes, while the 
remaining three-tenths consisted of 
sales of stock. The stock sales showed 
marked increases in the periods of 
business prosperity such as 1909, 1912, 
and 1916. It is interesting to note the 
sharp decrease in the floating of new 
capital issues when this country was 
at war in 1917 and 1918, and the Gov- 
ernment restricted new issues except 
those deemed helpful in our military 
effort. 

“In the prosperity period of the 
1920’s the volume of new financing 
through the sale of issues of stocks 
greatly increased, and that period came 
to a close with the collapse of the great 
stock speculation in 1929. In the last 
two years of that period the new financ- 
ing through the floating of stock issues 
grew to huge proportions. In the 11 
years from the beginning of 1919 to 
the end of 1929 the stocks amounted 
to about four-tenths of the totals of 
the new issues with the bonds and notes 
making up the remaining six-tenths. 

“Since the beginning of the Great 
Depression new financing through the 
sale of stocks has almost disappeared. 
In the eight years from 1931 through 
1938 stock issues have amounted to only 
about one-tenth of the new financing. 
One lesson that we ought to learn from 
this depression is that one sign of a 
healthy economy is the ability of pro- 
ductive enterprise. to raise capital 
through the sale of stocks, and one 
symptom of a sick economy is its in- 
ability to do so.” 


FDIC Report Summary 


Disbursements for the protection of 
depositors of insolvent or hazardous 
insured banks from the beginning of 
deposit insurance (January 1, 1934) to 
June 30, 1939, amounted to more than 
$141 million, of which it is estimated 
about $100 million, or 70 per cent, will 
be recovered. 

Full protection of all but 1,528 of 
840,277 depositors was extended in the 
300 insured banks closed or merged 
with the aid of FDIC loans through 
June 30, 1939. Total deposits of these 
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banks were $283 million, of which 97 
per cent was promptly made available. 

There occurred during the first six 
months of 1939 a net reduction of 89 
in the number of insured banks, 110 
banks having been eliminated while 
only 21 were admitted to insurance. 

No commercial bank was chartered 
during the first half of 1939 that had 
not been approved for insurance. 


Convention Dates 


GENERAL 


September 11-14—Financial Advertisers As- 
sociation, Royal York Hotel, Toronto, 
Canada. 

September 18-20—Robert Morris Associates, 
Rochester, N. Y. 

September 20-22—National Association of 
Supervisors of State Banks, Salt Lake 
City, Utah. 

September 21-23—Association of 
Women, Benjamin Franklin 
Seattle, Wash. 

September 25-28—American Bankers As- 
sociation. Olympic Hotel, Seattle, Was!:. 

September 27-29—United States Building 
and Loan League, Atlantic City, N. J. 

September 28-30—National Association of 
Bank Auditors and Comptrollers, Seattle, 
Wash. 

October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
.. &. 

October 9-13—Investment Bankers Asso- 
ciation of America, Del Monte, Calif. 


Bank 
Hotel, 


STATE AND SECTIONAL 


September 7-€—Maine Savings Banks As- 
sociation, Marshall House, York Harbor, 
Maine. 

September 8—Delaware Bankers Associa- 
tion, Hotel Henlopen, Rehoboth Beach, 
Delaware. 

September 14-16 — Massachusetts Savings 
Banks Association, New Ocean House, 
Swampscott. 

September 19-20—17th Regional ABA Trust 
Conference of the Pacific Coast and 
Rocky Mountain States, Hotel Biltmore, 
Los Angeles. 

October 23-24—Nebraska Bankers Associa- 
tion, Fontanelle Hotel, Omaha, Nebraska. 

Oct. 18-20—New York State Association of 
Savings Banks, The Homestead, Hot 
Springs, Va. 

October 23-27—Minnesota Bankers Confer- 
ence, University of Minnesota, Minneapo- 
lis, Minn. 

October 26-27—Tenth ABA Mid-Continent 
Trust Conference, Stevens Hotel, Chicago. 

December 7-8—American Bankers Associa- 
tion Regional Conference, Richmond, 
Virginia. 
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